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FEDERAL CREDIT UNION ACT AMENDMENTS AND 
VOLUNTARY PAYROLL ALLOTMENT 



FBIDAY, NOVEUBEB 3, 1967 

HoosE OP Representatives, 
Committee on Banking and Corrency, 

Washington, D.C. 

The commitrtee met, pursuant to notice, at 10:05 a.m., in room 2128, 
Raybum House Office Building, Hon. Wright Patman (chairman) 
presiding. 

Present: Representatives Patman, Sullivan, Reuss, St Germain, 
Gonzalez, Minish, Haima, Gettys, Rees, Galiiianakis, Bevill, Widnall, 
Brock, Clawson, Johnson, Stanton, Mize, Blackburn, BrowTi, and 
Wylie. 

The Chairman. The committee will please come to order. 

This morning the committee meets to hear testimony on H.R. 6157, 
a bill to permit Federal employees to purchase shares of credit unions 
through voluntary payroll deductions and H.B. 13489, a bill to amend 
the Federal Credit Union Act to modernize the loan, investment, and 
dividend provisions. 

Before we begin testimony on these bills, I would like to point out 
the l^;islative history of the two measures. 

A bill containing three of the five points in H.R. 13489 has been 
passed by the othra- body. That biU provides for a delegation of loan 
powers to loan officers, quarterly dividend rates and the crediting of 
shares received by the 10th of the month. 

In addition to these three points, H.R. 13489 allows credit unions to 
invest up to 25 percent of their reserves in certain credit union owned 
or operated organizations and to allow credit unions to purchase notes 
of liquidating credit unions. 

H.B. 6157, the payroll deduction bill, presents a rather unitjue 
problem. A companion bill, S. 1084, was considered by the Banking 
Committee in the other body and was reported with amendments 
granting the payroll deduction privilege to banks, savings and loan 
associations, and savings banks, as well as credit unions. 

In order to accomplish these amendments it was necessary to amend 
31 U.S.C. section 492, the section of a particular statute that does not 
come within the jurisdiction of this committee. 

After the bill was passed by the other body, granting payroll deduc- 
tions to banks and all savmgs institutions, it was referred to the 
House Government Operations Committee, the committee that has 
jurisdiction over 31 U.S.C, section 492. 

It is now my understandmg that the House Government Operations 
Committee will not be able to take the bill up this sr~~- — 
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2 FEDERAL CREDIT UNION ACT AMENDMENTS 

Therefore, it is hoped that the Banking Committee can report H.R. 
6157, pass it in the House, and perhaps the other body will accept our 
actions without the need for a conference or additional hearings on 
the other side. 

(The texts of H.R. 6157 and H.R. 13489 and reports from the 
Departioent of Health, Education, and WeUare «iid from the Board 
of Governors of the Federal Reserve System follow:) 

[H.R. flisr. ewh Cong., flral sess.) 
A BILL To p«nnit Federal employees to pufcliasc ahares of Federal- or Etatc-chartered credit onion 

Be it enacted by the Seriate and House of Repreeentaiivea of the United Stales of 
America in Congress assembled, That section 25 of the Federal Credit Union Act 
(12 U.S.C. 1770) is aownded <1) by inserting "(a)" immediately after "Sec. 25" 
and (2) by adding at the end thereof the following new subsection: 

"(b) Any FederiJ employee who is a member of any credit union that has a 
common bond consisting of Federal employees and members of their families 
shall have the right to have payment on snares in the credit union made by allot- 
ment from hie siuary in such amount and at such times as the employee may from 
time to time request in writing. The credit union shall reimburse the United States 
Government for the reasonable cost of making such allotment. 

"The Comptroller Generai of the United States shall issue regulations to imple- 
ment this authority. 

"In this subsection, 'Federal employee' means any person employed by any 
department, agency, independent establishment, board, office, commission, or 
other establishment in the executive, legislative, or judicial branch of the Govern- 
ment, any wholly owned or controlled Government corporation, twd the municipal 
government of the District of Columbia." 



[H.R. 134S9,Mitli Cong., Brst sess.) 
A BILL To amend the Federal Credit Union Act to modemlie the loan, InTeatmenl. and dividend pro- 
Be U enacted by the Senate and House of Representatives of the United States of 
America in Congress aseembUd, That subsection (7) of section 8 of the Federal 
Credit Union Act (12 U.S.C. 1757) is amended (1) by striking out the word "or" 
before the letter "(F)" and by adding at the end thereof the f&lowing; "or (G) in 
an aggregate amount not exceeding 25 per centum of its regular reserve in any 
one or more incorporated or unincorporated organizations which are controlled by 
credit unions or credit union associations and which use funds so invested for 
purposes of establishing and maintaining the liquidity, solvency, and security 
of credit unions."; and (2) by striking out the word "and" after the semicolon in 
Bubeection (12) and by adding the following: 

"(13) to purchf^e from liquidating credit unions notes of any individual 
members of such liquidating credit unions at such figure as may be established 
by the board of directors of both the liquidating and the purchasing credit 

and (3) by renumbering the present subsection (13) as subsection (14). 

Sbc. 2. Section 15 of the Federal Credit Union Act (12 U.S.C. 176Ie) is amended 
by striking out the words "up to the unsecured limit, or in excess of such limit if 
such excess is fully secured by unpledged shares". 

Sec. 3. Section 18 of the Federal Credit Union Act (12 U.S.C. 1763) is amended 
(1) by striking out the word "or" and inserting a comma in lieu thereof between 
"Annually" and "semiannually" and by adding the words "or quarterly" after the 
word "semiannually"; and (2) by striking out the word "five" and inserting in 
lieu thereof the word "ten". 
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FEDERAL CREDIT UNION ACT AMENDId£NT8 3 

Depaktmen-i of Health, Eodcation, and Welfahe, 

May 11, 1967. 
Hon. Wright Patman, 

Chairman, CommUiee on Banking and Currency, House of Represenlativee, Washing- 
ton, D.C. 

Dear Mr. Chairman: This letter is in response to voiir request of February 
28, 1967, for a report on H.R. 4256, a bill ''To permit federal employees to pur- 
chase shares of Fe^ie^a^ or State- chartpred credit unions through voluntary 
payroll allotment." Since the two bills are similar, this letter is also in response 
to your request of March 10, J967, tor a report on an identically titled bill, 
H.R. 6157. 

The bills authorize payridl dedvictionB for the purchase of shares of a credit 
union, organized under State law or a Federal credit union, with a common bond 
composed of Federal em^Joyees and meml^ers of their families. The United States 
Government will be reimbursed for the cost of making such allotments. Allotments 
would be made onlv upon the basis of a written request by the employee. 

These bills arc clesigned to contribute to the basic objectives of the Federal 
Credit Union Act. They are intended to aid in promoting thrift among the 
Federal employees who are members of credit unions and in facilitating the 
accumulation of a fund for making loans to such members for useful purposes at 
reasonable interest rates. They ans thus directed toward helping the members 
achieve a greater degree of financial stability. 

Enactment of either of these bills is unnecessary. Authority dow contained in 
U.8.C. 5525 authorises agency beads to permit employees to make ^otments 
out of their pay for appropriate purposes. However, the regulations issued by 
the Civil Service Commission to implement this provision do not allow deduc^ 
tions from Federal salaries for the purchase of shares of credit imione. The Com- 
mission believes that there is no need for an allotment procedure because employees 
may conduct business with a credit union with relative ease and convenience 
since credit unions frequently either are located in, or are provided with facilities 
in, the same building in which their members work. 

Moreover, we understand that the Treasury Department feels that adequate 
efforts are being made by the Federal Government to encourage employees to 
develop the habit of saving a portion of their earnings through the voluntary 
payroll savings program to purchase Series E savings bonds. 

We would therefore recommend that neither of the bills be enacted. 

We are advised by the Bureau of the Budget that there is no objection to the 
presentation of this report from the standpoint of the Administration's program. 
Sincerely, 

Wilbur J. Cohen, 

Under Secretary. 

Board of Governors of the 

Federal Reserve System, 
WaahingUm, D.C, May SS, 1967. 
Hon. Wrioht Patman, 

Chairman, Committee on Banking and Currency, 
House of Jtepreswttativea, WashingUm, D.C. 

Dear Mr. Chairman: This is in response to your request of March 10, 1967, 
for the Board's views on H.R. 6155, H.R. 6166, and H.R. 6157, each providing 
certain amendments to the Federal Credit Union Act. 

H.R. 6155 is a bill to amend the Act to modernize the loan, investment, dividend, 
and reserve provisions; to require the establishment of an education committee; 
and for other purposes. 

H.R. 6156 would amend the Act to permit Federal credit unions to make long- 
term loans secured by real estate. 

H.R. 6157 would permit Federal employees to purchase shares of Federal or 
State-chart«red credit unions through voluntary payroll deductions. 

Many of the provisions in the above bills are concerned with the internal 
management and organization of Federal credit unions. Inasmuch as these pro- 
visions do not relate to the Board's area of responsibility, It has no comment with 
respect to these provisions. 

The Board does, however, have some question about the need for granting to 
Federal credit unions authority to invest in central credit unions and similar 
institutions, as contained in H.R. 61.^.'). Although certain advantages, as well as 
disadvantages, are involved in the establishment of a central credit union to serve 
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4 FEDERAL CREDIT UNION ACT AMENDMENTS 

Federal credit iitiions, it is noted that credit unions have had littlf , if any, liquidity 
problems in the past. On the contrary, they aeem to have been able to attract 
ample funds from customers and to borrow from one another and from banks tor 
seasonai or unexpected needs. Thus, the need for authority to make investments in 
central credit unions would seem to depend upon the poasibility of greater liquidity 
problems in the future. Accordingly, a careful study of such problems might 
usefully precede legislative action on this point. 

The Board also qiieations the desirability of H.R. 61.W, which would grant to all 
Federal credit unions authority to make long-term real estate loans. Such authority 
would represent a radical departure from the traditional operations of Federal 
credit unions that specialize in much short«r-term credit advances. Investment in 
long-term real estate loans requires considerable expertise in loan origination and 
servicing, and involves loans of comparatively large average size. The loans are 
not readily salable in the secondary market (especially conventional loans), and it 
is a time-consuming and difficult process to realize on the collateral for the loans 
in case of foreclosure. 

While it IB true that some State-cbartered credit unions can now make long- 
term real estate loans, it appears questionable to the Board that this authority 
should be granted to credit unions that are chartered by the Federal Government, 
In this connection, the 1963 report of the President's Committi'e on Financial 
Institutions implicitly opposed such long-t^rm lending by Federal credit unions, 
stating at pp. 30-31: 

"Credit unions might reasonably be espwioted to continue to concentrate on 
short- and intermediate-term consumer loans to their members. In the case of 
these institutions, considerations of safety and solvency loom particularly im- 
portant, since credit unions are typically managed on a part-time basis by non- 
professionals whose judgment is likely to be most reliable in assessing the credit 
worthiness of their peers for relatively smaU consumer loans. Limitation to this 
kind of lending is also consistent with the special purpose of credit unions — which 
ia, through cooperative action, to help close a possible gap in the availability of 
small loans to individuals." 

If, however, the Congress should decide that authority to make these long-term 
loans is appropriate, Che Board recommends that consideration be given to 
whether the loans should be fuUy amortized, whether an aggregate limit of as 
much as 25 per cent of assets is essential, and whether some limit on the maximum 
size of a single loan is needed in order to assure a certain degree of portfolio 
di versifi cation . 

Sincerely yours, 

Wm. McC. Martin, Jr. 

The Chairman. We have three witnesses appearing this morning: 
Mr, Fred Smith, General Counsel of the Treasury ; Mr. Deane Gannon, 
Director of the Bureau of Federal Credit Unions; and Mr. R. C. 
Morgan, past president of CUNA International and manager of the 
Government Employees Credit Union, El Paso, Tex. 

If you gentlemen will take your places there we would like to have 
the testimony of the witnesses in the order in which they were called 
first. 

If you want to abbreviate your testimony, giving a summary and 
putting the statement into the record, that will be satisfactory. That 
is entirely up to you. 

After the three of you have finished we will then interrogate you. 

Mr. Smith, you are recognized first. We are glad to have you. 

STATEMENT OF FEED B. SMITH, GENERAL COUNSEI, DEPART- 
MENT OF THE TREASURY; ACCOMPANIED BY SIDNEY S. SOKOl, 
COMMISSIONER OF ACCOUNTS; AND GLENN JOHNSON, NA- 
TIONAL DIRECTOR, SAVINGS BOND PROGRAM 

Mr, Smith, Thank you, Mr. Chairman. 

Mr. Chairman, two initial points. I am not prepared to testifyon 
H,R, 13489. I did not understand my testimony was needed on that 
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FEDERAL CBEDIT UNION ACT AMENDMENTS 

and I don't think it is within the competence of the Treasury, particu- 
larty. So I will confine my remarks to H.R. 6157 if that is agreeable. 

The Chairman. That is satisfactory. 

Mr. Smith. Secondly, I am proud to have with me here Mr. Sidney 
Sokol, who is the Commissioner of Accounts of the Treasury, and Mr. 
Glenn Johnson, who is the national director of the savit^ bond 
pr^ram. 

'Hie Chairman. All right. 

Would it be satisfactory with you gentlemen, if we do not ask all 
the questions that the members would like to ask, if we were to submit 
questions to you in writii^? You can answer the questions in \vriting 
when you look over your transcripts. 

Mr. Smith. It would be perfectly acceptable. 

The Chairman. All r^ht; we will do that. 

Mr. Smith, Mr. Chairman and membei^ of the committee, I am 
pleased to have this opportunity to testify on H.R. 6157, a bill to 
permit Federal employees to purchase shares of Federal- or State- 
chartered credit unions through voluntary payroll allotment. 

This bill would give Federal employees the right to make allotments 
from their salaries for payment on shares to credit unions. It would 
also require the credit unions to reimburse the Government for the 
reasonable costs of providing these special services; and the bill 
also provides for the Comptroller General to issue necessary regula- 
tions. 

The Treasury Department is opposed to this legislation and recom- 
mends against its enactment. I shall shortly summarize the principal 
reasons why we think this would be undesirable legislation. But 
first, let me make it clear that the Government strongly supports 
the development among Federal employees of the habit of regularly 
saving a portion of their earning. 

In support of the objective, Federal credit unions have been pro- 
vided witn cost-free office space in the principal Govemment buildings 
in Washington and in major cities throughout the country. Salaried 
employees of the Govemment serve without compensation from the 
credit unions as directors and on their loan committees. The provision 
of quarters to which Federal employees have easy access and of these 
other privileges aheady afford the credit unions with a preferred status 
insofar as the savings of Federal employees are concerned. The en- 
couragement of habits of thiift has been one of the principal objectives 
of the savings bond program, including the new "freedom share" 
savings note, for whicn payroll deductions are presently authorized 
and encouraged. Thus, I think that the Federal Govemment has 
already done a gi'eat deal to encourage Federal employees to save and 
make it easy for them to do so. The question posed by the bUl is whether 
we should go one step further and permit payroll allotment for credit 
union savings. We thmk not. 

Among several important reasons for oui- opposition, the strongest 
one is our conviction that enactment of H.R. 6157, or similar bills, 
would prove to be a crippling handicap to the successful operation of 
the payroll savings plan for U.S. savings bonds and freedom shares 
in the Federal Govemment. 

Federal employees are currently purchasing through payroll allot- 
ments savings bonds and freedom shares at an annual rate of 
$1 bilhon. This constitutes 20 p ercent of the total purchases through- 

88-397—87 9 ■_ . i/ \ JC 
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6 FEDERAL CREDIT UNION ACT AMENDMENTS 

out the Nation of savings bonds and freedom shares. While it is 
difficult to assess the immediate effect of enactment of H.R. 6157, we 
believe that once established and in full operation it would result in a 
significant drop in our dollar sales to Federal employees. Part of this 
would be due to a reduction in the number of participants and the 
rest to a reduced scale of allotments. 

The bases for this estimate are as follows: 

(1) Most employees of the Federal Government having a desire to 
save are already on the payroll savings plan. The current overall par- 
ticipation rate of 66 percent — 74 percent civihan, 60 percent military- 
is the highest since World War II and is not likely to go much higher. 
Therefore, this constitutes tlie lion's share of the market insofar as 
payroll allotment is concerned for both savings bonds and credit union 
shares, or other private savings. 

(2) We can only assume that present enrollees are saving about all 
they feel they can afiord to save. Of course, some of them have savings 
by direct deposit for which payroll allotment would be substituted. 
But, if they elect another savings form through payroll allotment, we 
believe it would be largely at the expense of savings bonds — either by 
dividing their allotments or switching over entirely. 

(3) The vahdity of these assumptions is supported by survej^ we 
have made with respect to payroll savings in private industry. These 
surveys show that there is a marked disparity m the size of per capita 
bond allotments between Federal workers and employees of private 
companies where credit union withholding is also done. Federal civil- 
ians average $32 per month, and the total of Federal withholding, 
both military and civilian, averages $23 per month. By contrast, a spot 
check of 11 companies which actively promote payroll savings for 
bonds, but also handle credit union deductions, shows an average 
monthly allotment for bonds of $8.36. 

Thus, there is strong evidence that direct competition with credit 
unions in the field of payroll deductions would result in a significant 
dollar loss to the savings bond program. 

The question might ne asked as to why the savings bond program 
should nave the special privil^e of Federal Government payroll de- 
duction when other forms of savings do not. I think the answer is that 
the savings bond program is special and it is in the national interest 
that it should have this type of special assistance. Particularly in these 
times, it is a way in which Government employees can feel that they 
are making a contribution toward the efforts of our fighting men in 
this bitter and frustrating war in Vietnam. If participants today were 
motivated solely by the rate of return, purchases of savings bonds 
would be reduced. Of course, there are other attractive aspects such as 
maximum safety of investment and postponed payment of tax. But, 
if they had the convenience of payroll allotment, we feel that there 
would be a high rate of switching to other forms of saving. 

As the costs of Government go up in direct relation to the costs of 
this war, the Treasury has two ways of financing these costs: Through 
increases in taxes ana through pubhc debt financing. And we have to 
guard against the problem of inflation. Taxes are, of course, the most 
Qoninflationary method of financing the costs of government. Second 
to taxes, savings bonds are the most noninflationary way to finance the 
Government's necessary expenditures. 
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FEDERAL CREDIT ITNION ACT AMENDMENTS 7 

Certainly, borrowing in this form is the beet way for the Govern- 
ment to borrow while still keeping a Ud on total public and private 
spending in the economy. In this sense, savings through the purchase 
of U.S. saving bonds is even more noninflationaiy than would be 
individual savings in other forms, for those other types of savings are 
eventually reflected in additional spending — ^however worthwhile that 
added spending may be — ^while in the caae of U.S. savings bonds we can 
take Government spending as already given and then it is only a 
question of how best to finance that given amount of spending. 

Let me briefly mention some other reasons why we behave this 
legislation is undesirable. Put simply, another important reason is that 
we think the time has come to draw the fine and put a stop to the 
proliferation of payroll allotments. Already payroll systems include 
deductions for Federal and State income taxes; for civil service retire- 
ment and, where applicable, for social security taxes; for Government 
life insurance and health insurance; for combined Federal campaign 
charitable contributions and union dues; and for purchase of U.S. 
savings bonds and notes. 

The administration of payroll systems, including all of these deduc- 
tions, has become a tremendous task requiring the services of thou- 
sands of employees and a vast amount of expensive equipment. We 
feel that the Government should be, and is, the most enlightened 
employer in the country today, and that the allotments which are 
presently made are in the mutual interest of the Government and 
its employees. What is now proposed goes beyond the objective of 
mutual interest and enters into a kind of paternalism on the part 
of the Federal Government which should be avoided. As I have pointed 
out, through their credit unions conveniently located in the buildings 
in which they work. Federal employees already have an easy way 
in which to save. Also, under existing authority and Treasury Regu- 
lations, a Federal employee today can have his net salary, after aU 
payroll deductions, paid directly to a financial organization of his 
choice for credit to an account of his choice. In most commercial 
banks, this same employee can, if he wishes, arrange to have part 
of this deposit transferred to a savings account, or he can, of course, 
draw his own check for deposit to a savings account in any financial 
organization of his choice. 

When I testified on an identical bill before the Senate Banking and 
Currency Committee, I predicted that the proposed l^slation would 
lead to demands by banks, savings and loan associations, and other 
financial institutions for like privileges. I said that the end result 
could be the extension of payroll deductions beyond reasonable limits, 
with the Federal Government servii^ as a banker or bookkeeper for 
many things that are personal affairs of its employees. Little did I 
realize at the time how accurate a prediction this would be, for the 
Senate Banking and Currency Committee reported out, and the 
Senate subsequently passed, S. 1084, which would extend the privilege 
of payroll allotments for savings not only to credit unions but to any 
bank, savings bank, or savings and loan association. We, of course, 
are vigorously opposed to enactment of S. 1084, and for the same 
reasons and lor additional reasons relating to its legal and adminis- 
trative methodology. 

We are aware that the bill before this committee provides that the 
credit union shall reimburse the U.S. Government for the reasonable 
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cost of making a pa3ToIl allotment. It is exceedingly difficult to esti- 
mate what such costs would be because they vary from agency to 
agency and are, in part, dependent upon factors which cannot be 
calculated in advance, such as the frequency of changes in allotments. 
There are already two Federal payr()ll allotments for which reimburse- 
ment is required. These are the combined Federal campaign^for 
charitable contributions— and deductions for union dues. At the time 
that the Civil Service Commission was preparii^ to authorize these 
allotments, it made a survey to determine what would be a reasonable 
charge per item. On the basis of this survey which, at best, was an 
educated guess, the Civil Serv'ice Commission arrived at a standard 
charge of 2 cents per deduction on each payroll, which is the charge 
presently in eifect. It should be pointed out that this charge was fixed 
sometime ago, and costs have risen substantially since that time. 
Moreover, this charge merely reflected the cost of setting up the allot- 
ment in the system and making the biweekly payments. It did not, 
for example, include any estimate of cost for changes in the amount 
of the allotment. This is because, in the case of the combined Federal 
campaign, an employee decides once a year how much he wishes to 
have deducted every payday for this purpose and the amount remains 
the same throughout the year. Union dues, once allotted, are also 
relatively static. Therefore, these two allotments are relatively simple 
and inexpensive to administer. 

However, it is predicted that if payroll allotments were authorized 
for savings, employees would wish to change their allotments fre- 
quently and this, along with other ()perational considerations, would 
mean that the reasonable cost to be passed on to the credit union 
would be considerably higher — -conceivably as much as 10 cents an 
item. I might add, parenthetically, that domg the same thing for sav- 
ings banks and savings and loan associations, which S. 1084 would 
require, would undouotedly involve even greater reimbursable unit 
costs. This is because most employees wanting the special service 
would have a choice of one among many such financial organizations 
and we would probably be making, \vithin most payrolls, an individual 
payment for every participating employee to only one financial 
organization. 

I wonder if the credit unions would still be in favor of this additional 
privilege if they were aware that they might have to pay a charge of 
this magnitude. Or, to put it another way, would not the credit unions, 
faced with such a charge, bring pressure t() bear for the adoption of a 
charge of a considerably lesser amount which would amount, in effect, 
to an additional form of subsidy of their operations. The question 
arises as to whether the additional amount of savings which the credit 
unions would get would be worth the cost to them. 

They probably would still be in favor of the bill, but possibly not 
solely or primarily because of the net gain that they would realize in 
the form of additional savings. In supporting the billbefore the Senate 
Banking and Currency Committee, the Credit Unions National Asso- 
ciation, CUNA, emphasized the much lower loss ratio on loans in 
private companies where payroll allotments for credit unions were 
permitted. Once payroll allotments for credit union shares are author- 
ized, the credit union is then in a position to arrange with individual 
borrowers to sign a document authorizing each payday the transfer 
from his share account to his loan account of the amount required to 
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amortize the loan. Thus, to put the matter in a crude form, enactment 
«f the bill before the committee could put the Federal Government in 
the loan-collecting business; and, if the allotment privilege were ex- 
tended to banks and savings and loans, we would be helping them abo 
to collect on their loans. This would be an especially valuable and cost 
saving item for lending institutions. It would eliminate a great deal of 
paperwork and the cost of stationery and postage necessary to send 
reminders to delinquent borrowers. It would reduce salary costs for 
those employees needed to handle individual transactions at the 
teller window on paydays and other peak periods. Without question, 
it would also be a convenience to the Federal employees concerned. 
But query: How far should we go in what we might call creeping 
paternalism in doing a multitude of things for all employees that each 
one is fully capable of doing for hiraseff? And query nirther: if the 
Federal Government is to assist financial institutions in the collection 
of their loans what about helping others to collect amounts due — 
collection agencies, department stores, and so forth? 

The possible abuse of this privilege by the financial institutions 
could result in the use by them of leverage on Federal employees who 
wish to borrow, in the sense that in order to get approval of a loan, 
the lending institution might require the borrower to execute a salary 
allotment and a document authorizing a crediting of a portion of the 
proceeds of his outstanding loan. 

Mr. Chairman, this sums up some of the principal reasons why we 
are opposed to the enactment of H.R. 6157, but I want to emphasize 
without minimizing our other points of objection that the most 
important reason for our opposition is the damage which we feel it 
will do to our savings bond program. In this period of great competi- 
tion for savings and high rates of retimi on some forms of investment, 
I think the Savings Bond Division of the Treasury has done a re- 
markable job in obtaining an increase from one-half billion dollars to $1 
billion in the amount annually dedicated by Federal employees through 
the allotment system to the purchase of savings bonds and freedom 
shares. It is going to be exceedmgly difficult for them in the co ming few 
years to maintain the rate of saving in this form, much less to achieve a 
substantial increase. We believe that their problem should not be 
aggravated by providing credit unions or indeed other financial insti- 
tutions with additional privileges which would result in a loss to the 
savings bond program of a significant percentage of Federal employees' 



The Chairman. Thank you very much. 

We will hear from the other two \vitnesses and then the committee 
members will interrogate the three of you. 
Mr, Gannon. 

STATEMENT OF J. DEANE GANNON, DIRECTOR, BUREAU OF 
FEDEKAL CREDIT UNIONS, SOCIAL SECURITY ADJONISTRA- 
TION, DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE 

Mr. Gannon. Mr. Chairman, inasmuch as our Department has 
reported on H.R. 6157, my statement would only echo the position 
stated and I would be willing in the interest of saving time of the 
committee to yield my time to Mr. Morgan and confine my testimony 
to H.R. 134S9, if it is a^eeable with you. 
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The Chairman. Go ahead. 

Mr. Gannon. At this time, Mr. Chairman? 

The Chairman. Yes. Mr. Smith did not cover that bill. So you go 
ahead on that one, if you please. 

Mr. Gannon. Mr. Chairman and members of the committee, I 
appreciate this opportunity to appear before the committee in order 
to present the views of the Bureau of Federal Credit Unions on 
H.B. 13489. 

Briefly, we favor the enactment of sections 2 and 3, but we have 
serious resei-vations about the two proposals contained in section 1. 

Of paramount importance in this bill, we believe, is the authority 
contained in section 2 giving credit committees of Federal credit 
unions discretion to expand the power of loan officers. Present law 
provides the credit committee with the authority to appoint loan 
officers, but limits their authority to the approval of loans up to $760 
or loans over that amount that are fully secured by shares. Section 2 
would remove these restrictions, thus making it possible for the credit 
committee to set, with the board of directors' approval, whatever 
limits it believes appropriate within the overall limitations of the 
Federal Credit Union Act. 

In practice, the present restriction means that many routine loans 
must be considered by the credit committee without the aid of a loan 
officer. This results in a great workload on such committees, which 
are composed of volunteers who devote their own time to this under- 
taking. Loans for new or used cars are a good example of the kind of 
transaction which could be considered by loan officers under the 
proposed amendment, if the credit committee chooses to make such 
a delegation. 

This proposed amendment comes at an important time, Mr. 
Chairman, in light of your announcement today of the estabhshment 
of .overseas suboffices by a number of stateside military credit unions, 
all of which are federally chartered. Through your eflTorts, Mr. Chair- 
man, and of the other members of the committee, our servicemen 
overseas in many locations will have available to them for the first 
time the services of Federal credit unions. As you know from the 
testimony developed by the committee there is a great need for the 
thrift and low-cost loan services of credit unions existing among our 
mihtary personnel overseas, particularly among the lower ranking 
enlisted men. 

By enacting the proposal in section 2, Congress will permit the 
stateside Federal credit unions flexibility to grant the loan officers 
stationed overseas the authority thev will require to be fully responsive 
to the needs of our servicemen. Needless to say, the authority will 
prove to be valuable to many other Federal credit unions as well. 

Section 3 of the bill provides further desirable improvement in the 
operational flexibility of Federal credit unions by permitting the pay- 
ment of quarterly dividends and the crediting of interest from the 
beginning of a month on shares purchased up to the 10th day of that 
month. These two proposed amendments would improve the service 
that Federal credit unions can provide their members and would pro- 
mote additional savings. 

As I indicated earlier, Mr. Chau-man, we do have serious concern 
about the proposal contained in section 1, and I should like to discuss 
our position briefly at this point. 
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The first proposal would permit the investment of a Federal credit 
miion's fmids in an amount equivalent to 25 percent of its regular 
reserve in any oi^anization controlled by credit unions or credit union 
associations. The language of the proposed amendment obviously is 
quite broad. It would cover a substantial number of credit union 
oj^amzations, such as trade associations, stabilization funds, and 
State-chartered central credit unions, since the words "hquidity, sol- 
vency, and security" are open to a hberal construction. The significant 
point, as we see it, is that Federal credit unions can and do participate 
now in all such oi^anizations. They do not invest in them, but they 
do pay dues or assessments or make loans to them. We therefore view 
this proposal as imnecessary and inappropriate as a Federal credit 
union investment. 

Moving on to the second proposal in section 1, Federal credit unions 
would be empowered to purchase loans from hquidating credit unions. 
On its face, this proposal appears simple and relatively straight- 
forward. It is, nevertheless, a major amendment which would have 
far-reaching and, in our view, unwelcome effects on Federal credit 
union operations. Perhaps the range of the problems we foresee can 
best be illustrated by a concrete example, the recent successful hqui- 
dation of Ohnstead Air Force Base Federal Credit Union in 
Pennsylvania. 

Olmstead Air Force Base Federal Credit Union was forced to begin 
liquidation in 1965 when the Secretary of Defense announced that the 
air base was being closed. The credit union at that time had $4,854,874 
in assets, $4,799,377 in loans outstanding and $287,594 in reserves and 
undivided earnings. After liquidation was completed, the credit union 
returned to its memliers 100 percent of their savings plus a liquidating 
dividend of 4.6 percent. The major action which permitted the success- 
ful liquidation was the sale of $3,758,651 in loans at a 6,65 percent 
dbcount to a sales finance company. The low disc()unt indicates that 
high-quality loans were involved. 

There has been some concern expressed that this sate was made to 
an organization outside the credit union movement. But in light of 
the present capabilities within the movement, it is difficult to imagine 
how else such a large transaction could have been accomplished. Tbe 
aggregate assets of all credit union stabilization funds, for example, 
are less than the total of loans sold by Olmstead. In addition, no 
single Federal credit union, with the possible exception of the very 
largest, would have had the liquidity to buy these loans. Clearly, the 
transaction was of such a size that a specialized, well-capitalized insti- 
tution was needed— and in fact was found. 

We have a serious question in our minds, Mr. Chairman, about the 
wisdom of authorizing Federal credit unions to purchase loans from 
liquidating credit unions under any conditions. Discounting notes is a 
sophisticated business which calls for skillf ul management in a field 
that is quite removed from the typical sphere of operation of Federal 
credit unions. It should be remembered that over 60 percent of Federal 
credit unions have less than $250,000 in a.ssets. Prospective purchasing 
credit unions would be in the difficult position of having to place a 
value on the loan portfolio of a credit union which might be located in 
another State. After purchasing the notes, the management would 
then have the problem of collectmg the loans from persons who would 
have no common bond with the credit union. The combination of 
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volunteer managemeut and the complexity of discounting notes of non- 
members is one that we believe should be approached veo" cautiously. 

The real problem which neither of these proposals would resolve in- 
volves the question of what disposition should be made of loans which 
are "slow" or otherwise less marketable. Olmstead Air Force Base 
Federal Credit Union was well managed, and had sound loan policies. 
Its loan portfolio consisted in the main of loans which found a ready 
buyer. But not all loans comprising the residual in liquidations have 
such uniformly high quality. As you know, credit unions do not have 
insurance coverage by FDIC or FSLIC of up to $15,000 of deposits or 
accounts, or the discount facilities available to other financial institu- 
tions. As a consequence, it is even more important that credit unions 
have alert, able managNnent and adequate reserves in order that their 
financial soundness is assured. By ana large, these two defenses have 
worked admirably, and losses to members of Federal credit unions 
have been very small in comparison to the aggr^ate amount of 
savings involved. 

Bnactment of either of the proposals in section 1 would, in our 
opinion, unnecessarily compUcate the operations of Federal credit 
unions, distract the attention of officials from more important matters, 
and have no significant impact on the problems which all credit 
unions— both State and Federal — face in hquidation. 

It is not our wish to minimize the seriousness of these problems. 
As you know, the Bureau has undertaken a massive study of the 
reserves held by Federal cre4it unions, in an attempt to ascertain 
whether present reserves, and the present statutory reserve formula, 
will be adequate to meet the needs of Federal credit unions in the 
years to come. This study will not be completed much before the end 
of the year. 

We suggest that it would be advisable to await the outcome of our 
study before acting on legislative proposals in the area of liquidity 
and solvency. We therefore recommend that action on section 1 be 
deferred. But we hope that the committee would be willing to act 
separately on sections 2 and 3 in order that Federal credit unions may 
have the immediate benefit of the increased flexibility provided by 
these proposals. 

The Chairman. Thank you very much, sir. 

Mr. Morgan. 

STATEMENT OF B. C. H0B6AN, DIKECTOR AND PAST FRiSISENT, 
CUNA INTERNATIONAL, INC. 

Mr. Morgan. Mr. Chairman, may I say at the very beginning what 

Eleasure it is to be appearing before your committee, and particularly, 
efore you, sir, as you know, I am a neighbor of yours down in Texas. 
Your home, I believe in Texarkana is at one end of U.S. Highway 80 
and mine in El Paso is at the other end, almost a thousand miles. 

The Chairman. We are still neighbors and friends. 

Mr. Morgan. We are; and I repeat, it is indeed a pleasure to be 
here this morning. 

Mr. Chairman, in the interest of time, I w()uld like merely to 
summarize. If my statement may be printed in the record at this time. 

The Chairman. It will be printed m the record at this point. 

(The statement referred to follows;) 



d=y Google 



FEDERAL CBEDIT UNION ACT AMENDMENTS 



CTJN A Internationa] ispieasedtohave thie opportunity to testify on H.R. 6157, 
and, at the outset of our testimony this momiag, let us state our unqualified 
support for this bill. CUNA is seeking this lepslation on behalf of some 1,428 
credit unions with Federal employees as their basic membership bond. Repre- 
senting 6.4 percent of all active credit unions, these employee groups had approxi- 
mately 2.3 million members with total savings of $1.1 billion at the end of 1965. 

BasicaUy, H.R. dlli? would amend the Federal Credit Union Act to provide 
that any Federal employee belonging to a credit union with Federal employees 
and members of their immediate family as the common bond would have the 
right to establish a savings program in the credit union via systematic deductions 
from his or her salary, l^t is all it provides foi^— nothing else. Yet, despite this 
simplicity, it is a highly important piece of legislation. This morning we would 
lilie to tell you why it is so and why, we would hope, you too would support H.R, 
6157. 

EXTENT OF F.VYRI 



Payroll deductions have long been recoeniicd as a relatively (painless method 
of allowing people to meet their legal, social, and economic obligations. It is noth- 
ing more than installment paying, a practice that is well accepted in this countt?. 
The Federi government is cognizant of its benefits since it requires employers, 
including the Treasury, to withhold taxes from the paychecks of employees. 
Similarly the government also provide.^ payroll deductions from the paychecks 
of Federal employees for a large number of purposes in addition to Federal tax 
purposes: civil service retirement, state income taxes, social security, group life 
insurance, delinquent taxes, health benefits, savings bonds, labor union dues, 
dues tor professional groups and associations, and contributions for various 
charities. Moreover, in the case of military employees, the Federal government is 
already making payroll deductions for savings purposes. 

Industry knows the value of payroll deductions also. It is very common for a 
private employer to permit payroll deductions for all the reasons allowed for by 
the Federal government and, more often than not, for many more worthy purposes 
such as bank savings accounts, mortgage payments, stock purchase plans, and 
credit union savings. Presently there are about six states that grant payroll 
deductions for state employees to save, and there are literally hundreds of county 
and municipal governments which do likewise. Yet none of these employers 
consider this to be a burden. As a matter of fact, most of them consider it to be a 
definite asset to both employee and employer. 

EXTENT OP CBEDIT UNION PAVROLL DEDUCTIONS 

Payroll deductions for the members of credit imions are extremely common 
among United States credit unions. A 1965 study by the CUNA International 
research department reveals that 10,709 out of approximately 16,800 occupational 
credit unions had some form of payroll deductions granted by employers. Most 
of these employers were industrial concerns but 1,700 were state, county, and 
municipal government agencies and school districts. According to the same 
study, credit unions with payroll deductions are found in all the states, and the 
system is equally papular among the smaller credit unions as among the larger 

Why are credit unions, employees, and employers embracing payroll deductions 
for thrift purposes so enthusiaalically? We believe the reasons for this widespread 
acceptance lie in the many advantages of the payroll deduction program — 
advantages which flow to the worker, the omplover, the credit union, and even 
to the overall economy of our Nation. We would like to discuss each of these 
benefits with you this morning. 

BENEIrrS TO THE EMPLOYEE AND TBE BUPLOTER 

First of all, let us look at the benefits to the employee. To begin with, it is a 
popular program with workers. A recent CUNA survey showed that immediately 
after a payroll deduction system is introduced in a credit union, 80 percent of 
the membership avail themselves of it as a means of increasing their credit union 
savings. Similarly, in a recent study by the Opinion Research Corporation for 
the Foundation for Commercial Banks, it was found that in 33 percent of U.S. 
households, someone is using the payroll deduction method of saving, 

86-397—87 3 
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Obvioualr workers feel that by subjecting their fihanci&l off&lrgto this voluntary 
discipline, tney are better able to meet emergenbiea or to finance large purchases. 
More importantly, by having a ready source of credit, they are less likely to fall 
prey to loan shai^B or unscrupulous retailem. This leads to a financialfy stable 
woii force with better morale and better worfc habits. Time- cons liming creditor 
complaints to the payroll department are virtually eliminated. The emotional 
and paychologioa! symptoms resulting from finanoial worries are minimized, thus 
servmg to reduce the likelihood of personal bankruptcy— a dilemma of our times 
that Iwe spread with an alarming frequency. 

We are aware of the attitude of many administrators and officials that the 
immunity of government employees from many of the traditional creditor processes 
insulates the government from many of these problems. This is a false sense o( 
security. It must be realised that the federal government employee has as many 
financial problems aa most other employee groups. Fortunately not all govern- 
ment heads have this head-in-the-sand approach. The Department of Labor 
among others has recently given explicit recognition of these problems when 
it established a financial management and consumer education program for 
its employees. Financial problems had reached the point where they were affecting 
the overall efficiency of the Department. In addition, the Bureau of Federal 
Credit Unions offers a counseling course for any group of employees at any 
interested agency plagued with such consumer debt problems. Yet, despite 
these progressive programs at a minority of our government agencies, federal 
employees continually fall prey to the loan sharks, debt con soli da tors, etc. 

That skich problems exist in the government is not surprising. According to 
the Bureau of the Budget, 48. S percent of classified employees are in grades 
GS-I to GS-6. This would indicate that nearly a million federal employees are 
of moderate means, clearly requiring access to credit sources and special in- 
ducements to save. 

But what is in this for the federal government as an emnloyer? First, as we 
indicated earlier, payroll deductions will result in a financially stable work force 
with better morale, better work habits, better safety records, and improved 
worker efficiency. In addition, absenteeism will decrease as employees will be 
leas prone to abuse privileges and will have less need to moonlight in order to 
meet their debts. In a nutshell, the employee becomes an efficient and integral 
member of the government agency team leading to laetter government service 
in a more economical manner. 

BENEFITS TO CREDIT UNIONS 

Payroll deductions are demonstrably advantageous to the overall operations 
of a credit union. A recent CUNA study compared 10,000 credit unions, both 
with and without payroll deductions. The averages and ratios on savings, loans, 
and delinquencies were consistently more favorable for those credit unions having 
the privilege of payroll deductions. 

Moreover, by attracting ample share capital at minimal expense, payroll 
deductions make it easier for a credit union to offer consumer loans to members 
at low interest rates while providing an attractive dividend to savers on their 
shareholdings. 

Hundreds of employee transactions can be handled automatically and at one 
time, thus eliminating the need for frequent individual visits to the credit union 
office. For those members of smaller credit unions with limited hours, there will 
now be a greater opportunity for savings without worry about arranging their 
work day to conform with the credit union hours. Furthermore, the office space 
required for credit union operations is lessened since fewer credit union officials 
can handle a greater volume of transactions. These officials will also have more 
time to assist distressed members by means of financial counseling and prorating 
of past due debts. 

The key, of course, is convenience which in many cases of private enterprise 
will be the difference in operating in the black or red. For the thrift industry this 
is perhaps the most crucial factor in determining whether a person will save, and, 
if so, where he will save. The irony of it all is that people want to save and want to 
save more than they do now. But the inconvenience and difc commodious where- 
withal so often involved in getting around to making regular savings payments 
works to defeat these hopeSi 
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BIHZniS TO THB ECONOMT 

And lest we forget, H.R, 6157 offers inherent benefits to the overall economy, 
albeit indirect and somewhat minule. Yet, neverthelees, they offer a. constructive 
Btep in reducing inflaitionary pressures. Promoting greater saving can be a most 
effective and painless way of fighting inflatioo. To the extent that this bUl would 
encourage greater thrift, it would remove funds from the direct spending stream 
thereby helping to reduce inflationary pressures arising from that sector. To the 
extent that it facilitates the flow of funds to financial inetitutiooB, it would thereby 
ease credit conditions and remove some of the upward pressure on interest rates. 
Finally, real economic growth and increased productivity depends on enormous 
capital formation which can ocdy be made possible in part by the willingness of 
the private sector to save a portion of current income. For both the government 
and our citizens, promoting economic progress rectuires increasing amounte of 
savings. But to increase the extent of these savings, tt is necessary to facilitate the 
:r of saving by making it more convenient for the individual savers. 

ADiaNtBTBATtON ARQDHENTS IN OPPOSITION 



During the pastseveral years that CUNA has been attempting to obtain payroll 
deductions for government employees, we have been opposed by the executive 
department for various reasoiis. We beheve it would be helpful to the committee 
to state the reasons and to offer our rebuttal. 

In general, the reasons for the opposition of the administration to payroll 
deductions for government employees can be summarized as follows: (1) The 
federal government presently has authority to permit this privilege and further 
legislation is not needed. (2) If the payroll deduction is granted to credit unions, 
other savings institutions would ask for a similar privilege. (3) This would create 
an added burden on the government's payroll system and would be extremely 
costly to the government. (4) Credit union payroll deductions would adversely 
affect the federal savings bond program. 

It is true that Public Law 87-304 (75 Stat. 662) grants discretionary authority 
to department heads, subject to Presidential regulation, to permit employees to 
make payroll allotmenta for any purpose deemed appropriate by department 
heads. As the administering agency of this taw, the United States Civd Service 
Commission has refused all of our requests to permit payroll deductions for credit 
union savings, except tor certain employees ser\-ing abroad or away from their 
post of duty. 

We believe that it is futile to ar^e that this bill is not necessary since the au- 
thority to do what the bill requires already exists. Of course, Congress has heard 
this argument many times from departments that do not want to exercise discre- 
tionary authority and do not want Congress to require them to do so. The fact is 
that because of pressure from the Treasury Department, the Commission has re- 
fused to use its authority. H.R. 6157 would remove the discretion and make it the 
right of an employee to have payroll deductions for savings in his credit union. 
The benefits to be derived from such a service requires that Congress make the 
program mandatory. Congress is the only remaining source of action since we have 
exhausted our administrative routes and since the courts cannot generally require 
an administrator to do something that Congress has told him he is free to do or not 
to do. 



credit union to pay any additional c 

While we believe that credit unions t 
able from other financial institutions, ' 
same opportunity to the others. 

A credit union, it should be stressed, is not a commercial organization. It 
is a non-profit membership association run on cooperative principles. Unlike com- 
mercial lending facilities, it does not serve the general public. It is confined solely 
to promoting the welfare of its members, which in the case of the Federal service 
are the employees of a particular government agency. 

Further, credit union directors and committee members serve without compen- 
sation. Any income left over after allocation of reserves and payment of expenses 
are returned to the members in the form of dividends on shares and refunds of 
interest on loans. 
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The fourth reason, in our opinion, is the cealand only reason that the executive 
department opposes H.R, 6157. Aside from the fact that it seems grossly unfair 
for the government to prevent its employees from having access to payroll deduc- 
tions for other forms of savings simply because it wants to maintain a captive 
market for its own savings bonds, we have never seen any evidence that supports 
this argument. As a matter of fact, we recently obtained a list of companies on the 
Treasury Department's payroll savings bond honor role. Many of the companies 
also have payroU deductions for credit union savings. The conclusion may be that 
the savings bond argument is purely speculative and without merit. This conclu- 
sion is bofatered by the experience of the Department of the Army. As you know, 
the military have the allotment privilege through which they can make deposits 
to their credit unions. About 83.6 percent of these military people buy savings 
bonds. In the same department, civilian employees generally do not have allotment 
privileges, yet their participation in the savings bond program is only 74.9 percent. 

CONCLTJfllON 

In conclusion let us emphasize that H.R. 6157 provides for payroll deductions 
for savings purposes only. Let there be no confusion on this point. Payroll deduc- 
tions under this bill arc not available to pay off borrowings. I might add that where 
payroll deductions may be used for both purposes, statistics show that savings 
receive an overwhelming majority of the allotments. 

We are of the opinion that the arguments we presented in support of H.R. 6157 
are considerably stronger than the Eu^;uments presented against it and we respect- 
fully urge its adoption by Congress. 
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Mr. Chairman, I am here to endorse H.R. 13489 on behalf of the 11,500 Federal 
credit unions that &re meinlDers of CUNA Int«matiOQal, Inc. 

H.R. 134S9 was introduced by Representative Patman at the request of CUNA 
International. It contains several provisions which we believe will help Federal 
credit unions to better serve the needs of their members. 

The purpose of H.R. 13489 is to modemiie Federal credit union procedures to 
accord with present day lending practices. The bill would improve Federal credit 
union procedures in three ways: 

(1) It would permit the credit union movement to establish its own insti- 
tutions for the purpose of protecting the liquidity, solvency, and security of 
credit unions. 

(2) The credit committee of Federal credit unions would have unlimited 
authority to delegate lending authority to a loan officer. Under present law 
only $750 in lendung authority can be delegated if the loan is not secured 
by shares. 
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(S) ' Federal credit unions would be Blk>wed to paj' dividends on a qu^^rly 
basis {rather than annually or semiannually under present taw) and give 
dividend credit for share deposits made within the first ten days of the month. 



Section 1 of the bill contains two separate provisions which arc related in that 
they are both designed lo allow Federal credit unions to continue developing the 
means of protecting the savings of their members without recourse to public 
resDurces or governmental authority by providing additional means for promoting 
the liquidity, solvency, and security of Federal credit unions. While savings lost 
by members of Federal credit unions have actually been less than savings lost by 
depositors and shareholders of insured financial institutions, we realize that the 
economy of mir country is constantly undergoing many changes and we realiae 
that it is often difficult to anticipate the result of many of these changes. We are 
therefore taking steps to organize and strengthen organizations owned and op- 
eratisd bv credit unions and credit union memliers, thereby helping us to maintain 
our excellent record. 

r PBOGRAM 



The first part of Section 1 amends subsection (7) of Section 8 of the Federa' 
Credit Union Act (12 U.S.C. 1757). It gives a Federal credit union authority 
to invest up to 25 percent of its regular reserve in one or more incorporated or 
unincorporated organizations which are controlled by credit unions or credit union 
Etasociations and which use funds so invested for purposes of establishing and 
maintaining the liquidity, solvency, and security of credit unions. This amend- 
ment is intended to permit Federal credit unions to participate directly in tlie 
stabilization and reserve pooling concepts of CUNA Stabilization Program, Inc. 
At the same time, the language is intentionally broad enough to permit invest- 
ment in any other credit union organization which uses funds for maintaining 
the liquidity, solvency, and security of credit unions. 

Generally speaking, the proposed amendment would cover the existing stabilisa- 
tion and reserve pooling programs of CUNA and the various state leagues, as 
well as the activities of some state central credit unions. The state central credit 
unions would qualify only if membership control is vested in credit unions or 
credit union associations. 

In order to more fully explore the concept Tinder discussion, it will be useful 
to point out that the credit union movement has over the years been developing 
a stabilization program. Many of the state credit union leagues have stabiliaation 
pro-ams which, of course, d^er in their authority and in their methods of oper- 
ation. Any of these. state league stabilization programs may afBliat« with Ct^A 
Stabilization Program, Inc. The general purpose of CUNA Stabilization Program, 
Inc., is to aid in the financial rehabilitation and stabilization of credit unions. 

CUNA Stabilization works entirely through leagues, primarily through finan- 
cial grants and assistance, and it carries on no activities of its own. On the other 
hnno, league stabilization programs work directly with financially distressed 
credit unions. The emphasis at the league level is on technical rather than financial 
assistance, but financial assistance is available to purchase loans, etc., if that 
should become necessary. Probably the most successful example of a good credit 
imion league stabilization program~is that operated by the Michigan Credit 
Union League. During its first eight j'cars of existence, which includes that 
period of time up ,tO the present, the League has successfully avoided any losses 
to credit imion members in the state of Michigan. 

It is of course realized that when a program is as successful as that of the Michi- 
gan League, it tends to augmmt the reserves that are otherwise required by law. 
Therefore, it seems quite l^cal to permit a Federal credit union to pool a portion 
of the reserves with other credit unions for the purpose <^ assisting in the financial 
rehabilitation and stabilization of all participating credit unions. The effect of 
this system is to charge individual credit union losses against the reserves of all 
participating credit unions. Therefore, the risks are spread out and the chances 
of an individual credit union liquidating with losses to its members is minimized. 
Of course, funds [daced in the pool will be invested so that income can be earned. 

PDBCHABINO NOTES Of LIQUIDATING CREDIT UNIONS 

The second part of Section I is also designed to maintain the liquidity, solvency, 
and security of credit unions. It would permit a Federal credit union to purchase 
from a liquidating credit union the notes of the individual members of the liqui- 
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dating credit union. It should be noted however that the individual member 
whose note ia being purchased would not become a, member of the purchasing 
credit union unless he is within the common bond of the purchasing credit union. 
This proposal would allow a league stabilization program to call upon Federal 
credit unions for assistance in hefping to stabilize or liquidate a distressed credit 
union. The stabilization fund would ask the Federal credit union to purchase some 
of the notes of the distressed credit union thereby providing liquidity to the dis- 
tressed credit union without substAutially impairing the funds of the stabilization 
fund. This would allow the stabilization program to funnel out the good notes to 
the purchasing credit unions and to use its own funds to purchase the more risky 
notes. The end result would help to assure that each member of the distressed 
credit union would receive at least 100 percent on the dollar. 

SELF-HELP AND LIQUID.ITIONS 

Both of these proposals will enable Federal credit unions to fully implement 
their basic purpose of self-help. They will allow credit unions to help one another 
without seeking external assistance. At the same time, they provide an additional 
option to liquidating credit unions and regulatory officials thereby increasing 
flexibility in handling the problems which arise from the liquidations of credit 
unions. In this regard, it is worth noting that liquidations of credit unions are 
not comparable to liquidations of other financial institutions or businesses. Actually, 
within the credit union context, liquidations are a sign of volatility and vitality 
in the economy. It must be remembered that credit unions can only serve members 
that have a common bond. When this common bond no longer exists, then the 
credit union generally liquidates. The destruction of the common bond can be 
caused bv the closing of a military installation or an industrial plant, by a mergor, 
by population shifts, by plant moves, and by all of the various other factors 
which are present in our contemporary economy. 

These two provisions are simply extensions of the self-help program which the 
individual members Of credit unions have been carr>'ing out since the organization 
of the first credit union. The credit union movement considers this self-help 
characteristic to be basic to its operations and philosophy and has tran^emtd 
this principle to credit union related organizations that have been established 
within the credit union movement. We prefer to continue in this path. 

OF LO.^N OFFICER 



Section 2 of the bill would authorize the credit committee to delegate to the loan 
officer the power to approve loans on the same basis aa the cre.dit committee 
presently does. At the present time, the Federal Credit Union Act allows the credit 
committee to appoint one or more loan officers and to delegate to him or them the 
power to approve loans up to the unsecured limit ($750) or in excess of such limit 
if such excess is fully secured by unpledged shares. This means that a loan officer 
cannot approve a loan for an automobile; nor can he approve a loan secured by an 
insurance policy; nor can he approve a loan secured by a co-signer. 

The original Federal Credit Union Act made it mandatory for the credit com- 
mittee to approve all loans. However, in 1959, the Act was amended to allow the 
credit committee to appoint loan officers and granted them the authority mentioned 
above. The 1959 amendment was granted by Congress in order to reduce the bi^don 
placed upon the credit committee. Congress recognized that the credit com- 
mittee ia made up of vofiintary members who are not compensated and who oft^tn 
find it difficult to meet on short notice. This authority has proved to be extrentely 
useful and has not changed the character nor the operations of Federal credit 
unions. The credit committee continues to perform a very valuable function and 
its overall authoritv hiis not been diminished since the loan officer is, aud will be 
under this proposal, required to furnish to the credit committee a record of each 
loan approved or not approved by him. In cases where the loan has not been 
approved by the loan officer, the credit committee is required to review the loan 
application and to act upon it. 

By extending the authority of the loan officer, a reduction in the work load of 
the credit committee will Ixicome evident. This will enable the credit committt^e 
to devot* more time to Reviewing applications for loans which require extended 
treatment. At the same time, it will give the credit committee time to counsel 
more extensively with the credit imion member and to provide him with more 
personal assistance in arranging his finances. It will also allow the Federal credit 
union to serve its members more quickly and efficiently. 
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MOBEHNIZBB DIVTDEND PATMENT6 

Section 3 of the bill would authorize a Federal credit union board of directors 
to declare dividends quarterly and would allow it to apply a dividend credit for 
the first ten days of the month. At the present time, the board of directorB has 
authority to declare dividends annually or semiannually, and it has authority to 
apply a dividend credit for the first five days of the month. In other words, any 
shares that are fuUy paid up during the first five days of the month are eligible 
to receive a dividend credit, 

Theae two provisions are designed to allow Federal credit unions to continue 
to attract aavinga with the use of contemporary methods which have attained 
considerable acceptance by other financial institutions. They are inducements 
for savers which are very necessary to some Federal credit unions to attract 
savings in order to have funds to lend to members. Failure to adopt conl^mporary 
inducements could possibly result in a decline of savings inflow which in turn 
could cause a reduction in the low interest loans that credit unions were chartered 
to provide. 

Mr. Morgan. Thank you, sir. 

First, I would like to say & few words about H.R. 6157, which is the 
proposal, of course, to permit Federal employees to have deductions 
made from their pa-fchecks for deposit to savings shares of federally 
chartered or State-cnartered credit unions. 

We very much appreciate Mr. Smith's support in his testimony of 
credit unions, their purposes generally, and so on. 

However, we simply cannot share some of his apprehensions about 
the effect that enactment of this legislation would permit a different 
kind, to our mind, a different type of savings entirely by deposit in 
the credit union shares rather than the bond program concerned. 

I would like to spend most of my time simpty rebutting, if you 
please, sir, what Mr. Smith has said on behalf of the Treasury about 
the effects, the fears that Treasury apparently has of the bad effects 
that payroll deductions for credit unions would have on the bond 
sales program to Federal employees. 

I think this is the primary reason, as I understand it, from Mr. 
Smith's testimony, that Treasury is opposed to this legislation. 

To begin with, Mr. Chairman, I think it would be — it seems to me 
to be grossly unfair for the Government to prevent its employees from 
having access to payroll deductions or other forms of savings simply 
because it wants to maintain a captive market for its own savings 
bonds. We have never seen any evidence that supports this argument. 
As a matter of fact, we recently obtained a hst of companies on the 
Treasury Department's payroll savings bond honor roll. Many of the 
companies also have payroll deductions for credit union savings. The 
conclusion may be that the savings bond argument is purely specula- 
tive and without merit. This conclusion is bolstered by the experience 
of the Department of the Army. As you know, the nmitary have tbe 
allotment privilege through which tney can make deposits to their 
credit unions. About 83.6 percent, Mr. Chairman, of these military 
people buy savings bonds. In the same Department civilian employees 
generally do not have allotment privil^es, yet their participation in 
the savings bond program is only 74.9 percent, substantially below 
that of the mihtary where they do have the allotment privilege, Mr, 
Chairman. 

I submit to you that savings for the purchase of bonds are a different 
type of savings than savings in the credit union and the share account. 
In the first instance, the savings are a permanent type of savings 
where the employee bought because of patriotic reasons, to help his 
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Government, to help finanoe the war in Vietnam, for example, and 
for personal reasons — for the building of a personal nest egg, usually 
for some future purpose which he either knows about and knows 
there u'iU be a long time before he can reaHze certain financial goals 
or simplv for scHne purpose that he is not -sure of— just the raiay day 
sort of thing. 

I am treasurer-manager of a Federal employee credit union n-ith 
about 20,000 members and in my experience the members of our 
credit union in El Paso, Tex., do buy savings bonds and I am sure that 
the percentage of participation is very high in the Government in- 
stallations in the El Paso vicinity. I know that these same people 
also save in their credit union share accounts. But where the bond 
savings are a semipermanent type of savings, their credit imion savings 
are savings which are where they leave them there; if they need the 
money they simply make a loan against those savings and they are 
savings wMch are more — they are of more immediate use to them, 
you see, for an entirely different purpose. 

I submit to you now, it is mv personal experience that the members 
of my credit union, 20,000 of tnem, do both. They buy bonds and they 
save in their credit union shares. 

Now, why the Federal Government should deny its employees the 
same privilege that the employees of most progressive industrial 
organizations and businesses have to save in their credit unions through 
payroll deductions, I for the hfe of me just cannot understand. 

Now, we have some statistics here, some further research, and just 
taking an example of large industrial concerns which afford their 
employees the benefit of payroll deductions, let us take Lockheed 
Aircraft with a total of 74,702 employees, has 59,000 of those employees 
covered by payroll deductions, yet employees participating in bond 
purchases is 99 percent. Certauiiy in this case, Mr. Chairman, the 
authority to deduct from paychecks for the purpose of credit union 
shares could not have very seriously affected bond sales if we have 99 
percent anyway. 

We have others — North American Aviation with 79-percent partici- 
pation in the bond drive. 

Boeing with 78 percent, and so on. 

We have merely picked these as illustrative. I submit to you that 
the comparison between the percentage which Mr. Smith used in his 
testimony, the comparison between U.S. Government employees and 
the employees of business firms generally was not a very valid one 
unless the business firm, the private business that you were talking 
about uses the same zeal in connection with the bond drive tiiat the 
Federal Government uses, and as a former Federal employee myself, 
I know that the sales, the bond sales effort b quite effective in Federal 
installations. So again, we simply do not share Mr. Snuth's appre- 
hensions. 

To deal vei'y briefly, still summarizing, with some of the Trensury's 
other objections, so far as the costs are concerned, many credit unions 
do pay private employers a per transaction charge for withholding 
funds for credit union shares. 

Parenthetically here, Mr. Chairman, let me say that we also have 
made studies of where, in private industry, payroll deduction money 
goes. It goes overwhelmingly to shares. Mr. Smith made a point that 
payroll deduction will merely go to collecting the delinquencies of credit 



d6y Google 



24 FEDEBAL CRBDIT UNION ACT AMENDMENTS 

unions which have payroll deductions. And he also stated that the 
member can authorize an automatic transfer from his shares. 

Our studies, Mr. Chairman, show that this simply by and large is not 
true, because in credit unions which have payroll deductions, most of 
the money, at least 3, 4 to 1 ratio goes to the shares. These people make 
payroll deductions for the purpose of building their shares. Then, if 
they need to borrow they can sunply borrow against those shares and 
repay the loan separately from the share deposits. They do not use the 
payroll deduction for repayment of loans, but rather to build up 
shares— see appendix B of our statement. 

I call your attention to the fact that this H.H. 7157 provides for 
payroll deductions for savings purposes only. I hope th^e will be no 
confusion on this point — payroll deductions imder this bill are not 
available to pay off borrowings. 

So far as the cost, and I am rambling a little bit — so far as the cost 
is concerned, certainly this would be nominal since the credit unions 
are to reimburse the Treasury and I see no problem particulaily with 
the computerized payroll procedures commonly used in Federal 
establishments now. I see no problem either to the Government or 
to the credit union because the credit union could easily absorb these 
costs which Mr. Smith has estimated in his testimony, I believe, 
up as high as 10 cents per item. They can easily absorb them, they 
do absorb them and pay these fees to private employers and stiU 
at a substantial savings in bookkeeping, employee time, and so on 
to the credit union. It is simply much more economical to process 
a long list of payroll deductions than to take this money a little bit 
at a time over from a teller window or something like that. 

So, Mr. Chairman, in conclusion let me say that CUNA Inter- 
national on behalf of almost two and a half miluon U.S. Government 
employees wholeheartedly supports H.R. 6157, We believe it will 
be good for the U.S. Government, it will certainly be good for the 
credit imions, for the members of the credit unions, and we beUeve 
for the national economy. 

The Chairman, Thank you very much, Mr. Moi^an. 

Mr. Morgan. Would you like me to proceed with the other bill, 
H.R, 13849? 

The Chairman, Yes, you may do so. You may summarize it if 
you desire. 

Mr, Morgan, Thank you, Mr. Chairman. 

After listening to Mr. Gannon's testimony, particularly with respect 
to the first part of section 1 of this bill and hia reference to a study of 
reserves which the Bureau of Federal Credit Unions has, we under- 
stand, already undertaken, I would simply say that we are perfectly 
willing to go aloQ^ with this as a reasonable approach. 

Now, tms is without minimizing our support or our concern, our 
interest in having this type of legislation enacted as soon as possible. 
But we would be quite agreeable to deferring this section 1 of this bill 
until such time as the Bureau completes its study of the entire problem 
of credit union liabiUty — liquidity, solvency, and the reserves. 

So we will pass over that very briefly. 

Now, we certainly support the loan officer provision. We point out 
in this connection that this legislation would enable the credit com- 
mittee of a Federal credit union, and the credit committee is composed 
of volunteers — they are not paid, they have to make a living other- 
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wise. This would enable them to authorize one or more loan officers 
in the credit union to exercise the powers of the credit committee in 
approving loans. 

Presently, under legislation enacted by the Congress in 1959, the 
credit committee may del^ate only up to $750 limit, approval 
authority for loans to loan officers. 

A loan officer cannot, for example, approve a loan, say, for $2,000 
on a $3,000 automobile which may be a more secure loan actually 
than a $750 signature loan. He has no discretion above this $750. 
He has no discretion above this amount and simply in the interest of 
relieving the credit committee of the burden as uncompensated 
volunteers of considering a great volume of loan applications routinely 
in a credit union, this would enable them to del^ate their authority 
to a loan officer who could, and in this connection when a credit union 
member needs a loan these days he needs it now, and this would 
certainly expedite and render more efficient service to the members of 
the credit union, so we very much support this. 

Now, just briefly, we consider the provisions for quarteriy divi- 
dends — we consider this merely a housekeeping sort of thing, Mr. 
Chairman^ which will enable us to keep pace with other savings and 
thrift institutions. 

I think that I will conclude by simply supporting Mr. Gannon's 
testimony in this respect and in support of H.R. 13489. 

The Chairman. Thank you very much. 

The members will have the privil^e of asking questions in writing 
and the witnesses «t11 answer them when they look over their tran- 
scripts for approval, 

I will forgo my time. 

Mrs. SuUivan? 

Mrs, Sullivan. I will be very brief. 

Mr. Smith, why do we allow the military to make deductions for 
the credit union savings and yet the military has a record of having 
the highest participation in purchasing U.S. savings bonds? 

Mr. Smith. Let me first correct — there is a discrepancy between 
Mr. Morgan's figures and mine. We made a careful study. The per- 
centage of participation according to our study by civilian employees 
of the Federal Government is 74 percent and by military is 66 percent, 
not 83.6 percent as Mr. Moi^an said. So 1 want to correct that. 

I think the reason is, there is a special need in the case of the military 
to have this facility. Two principal reasons — one, they move around 
all the time, and they are not like the average Federal employee who 
is located in one place and has probably got a bank across the street 
where he can go deposit his savings. A man in the military may be 
from Dubuque, Iowa, and he has his basic hank account there where 
he wants to save and he is moving all around all the tune and so that 
b one reason. 

Another is, in many cases, bsises are located way out in the country 
somewhere, where there aren't possibly adequate facilities for him to 
conveniently go and make his savings. 

I think those are the principal types of reasons. And people over- 
seas, for example, fighting in Vietnam, there has to be some way for 
them to be able to deposit something in a savings account and I think 
that is the reason why the distinction is made and the special arrange- 
ment is made for the military. 
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Mrs. Sullivan. Do you really have figures on the participation of 
the military employeea in buying U.S. savii^ bonds as against other 
Government employees purchasing Government bonds? 

Mr. Smith. Yes, those are the percentages, 1 believe, I gave you; 
namely, 74 percent for civiUan Federal employees and 66 peicent for 
military rate of participation. 

Mrs. Sullivan. Do you feel that by allowing the payroll deduction 
from other Government employees, you take away that incentive or 
that push to have some of those sales for Government bonds? 

Mr. Smith. Yes, And one further point on that is, you shouldn't 
only look at the percent of participation, because there is also a 
question of how much. If they nave tne privilege of payroll allotment 
also for credit unions, while they might continue their bond deduction, 
they might reduce it, you see, so that even though the rate of partici- 
pation wouldn't be affected, the amount that went into the savii^ 
bonds could be significantly affected, 

Mrs. Sullivan. I would like to ask Mr. Morgan, why do you feel 
now that it is necessary for other Government employees to have the 
payroll deduction instead of contributing as they do? 

Mr, Morgan. Well, Mrs. SuUivan, if I may refer first to these 
statistics that you asked Mr. Smith about, the 83.6 percent of the 
military people, according to the information we have, now buy 
bonds. These statistics are for the Department of the Army — military 
and civihans in the Department of the Army. We obtained these 
figures directly from the Department of the Army and in the Depart- 
ment of the jt-my where we have the military personnel who do have 
the privilege of making an allotment to credit unions and a great 
many of them do, we find 83.6 of those people are buying bonds 
whereas oidy 74.9 percent of the civihans are buying bonds and the 
civilians do not have the payroll allotmept pnvifege, you see, to 
credit unions. So in an agency where you have the directly comparable 
groups — one which may make an allotment to a credit union and one 
which may not, the ones which may make the allotment are buying 
bonds or at least their participation is significantly higher than those 
who may not. 

Mrs. Sullivan. But why the drive to let them have a payroll 
deduction instead of coining in to make their payment? 

Mr. Morgan. This is simply to provide the Federal employee the 
same privilege that his military fellow employee, so to speak, has, and 
also the same privilege that most progressive business private em- 
ployers afford their employees. The credit union, of course, is a unique 
sort of employee organization. I won't go into a great deal of detail 
there, but it is not a commercial organization. And many a large 
corporation considers their employee credit union a fringe benefit. 

Mrs. Sullivan. It would be a convenience, b that it? 

Mr. Morgan. It would be a convenience and woidd stimulate 
savings which would not go into bonds, but other savings, which would 
be anti-inflationary. 

Mrs. Sullivan. Would it save any time that they take away from 
their jobs during the day in order to visit the credit union office? 

Mr. Morgan. It would save considerable time. It would be a great 
convenience to the employee in that he would not have to visit the. 
credit union office, it would similarly be a great convenience in the 
savings of time and m.oney to the credit union so that it could render 
better services, could do more financial counseling, for example. 



d=, Google 



FEDERAL CREDIT UNION ACT AMENDMENTS 27 

Mrs. Sullivan. Another question, then. My uuderstanding is that 
H.R. 6167 would allow any Federal employee who is a member of the 
credit union the right to have payments and shares, and so forth, and 
the credit union receives the allotment and wiU reimburse the U.S. 
Government for the costs incurred in making such allotments. One of 
you said that it would be about 10 cents per employee, is that it? 

Mr. MoHQAN. Mr. Smith had some cost estimates in his testimony. 

Mr. Smith. Mrs. Sullivan, I was about to ask the chairman — I 
received too late for inclusion in my statement some statistics which 
the Civil Service Commission ran oflf on costs and administrative 
expenses. I have three paragraphs here which shed quite a bit of light 
on it and I was hoping somewhere along the line that I could read it 
into the record. 

The Chairman. You may insert it in the record at this point. 

Mrs. Sullivan. I beheve the chairman said you could insert the 
full report into the record at a later time and just give me a resume of 
what meikes up the cost. 

(The material referred to follows:) 

Infoemation Pubnishbd bt Staff of Civii Sbbvice Commission 

1. Approximately 2 million Federal employees are paid through computerized 
payroll syBtems. An additional 500,000 are paid using punch card procedures and 
about 300,000 under Manual procedures. 

2. The conservative cost of an allotment, excluding check preparation is 2f( 
per individual per paiy day. This assumes no change for an entire year, and doea 
not cover one-ttme costs to initially establish the new allotment in agency payroll 
systems. The 2^ cost is for automated systems; the cost increases by about 50% 
for manual systems. 

3. Establishment cf an allotment for credit unions would cost at least twice as 
siuch, depending upon ext«nt of change. Changing an allotment is expensive; for 
example, just to prepare a punch card for the change costs 7^. Assuming two 
changes a year, the direct cost would be about 5^ for automated systems, plus one 
time costs to program the computers for the new system, A minimum total cost 
would be 1i per individual per payday. 

4. Under the Senate version, costs would be significantly higher. Costa would 
be incurred in establishing the Administrative Mechanism with the individuals 
and the financial institutions, in preparing instructions, in programming com- 
puters and in maintaining the changes that would have to be processed. We 
estimate that the costs would be somewhere between 10 and 20)( per individual 
per pay period for instituting the Senate bill procedures. This does not include 
check preparation and mailing which would add at least another 8^ per check. 

5. The administrative costs under the House bill could total 2 to 5 milliou 
dollars each year. The administrative costs under the Senate bill could total 10 to 
20 million dollars each year. Whether the full costs can be recovered through 
charges to financial institutions is uncertain. 

6. There are no benefits to the agencies to be gained from the proposed legis- 
lation. Therefore the administrative burdens to be undertaken will not be offset 
by benefits to the agencies. Even though reimbursement is made, agencies will 
still have problems in obtaining the resources to comply with the proposed legis- 
lation. These resources (particularly computer programmers) are in short supply. 

7. Administration of the legislation is complex. It involves obtaining statements 
from individuals on allotments, entering into agreements with financial institu- 
tions, accounting for allotments and reimbursements, setting up mechanisms for 
check consolidations where appropriate, and keeping tracli: of charges. These 
allotments are much more complex than those for union dues and charitable 
contributions because of their varying in nature and because of the large number 
of financial institutions agencies must deal with. 

Mr. Smith. We have this basic chaise now which is 4, 5 years old, 
of 2 cents per allotment. That is what we charge on union dues and 
the Combined Federal Campaign. 
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Mrs. Sullivan. Do ^ou really have figures on the participation of 
the military employees in buying U.S. savings bonds as against other 
Government employees purcnasmg Government bonds? 

Mr. Smith. Yes, those are the percentages, I believe, I gave you; 
namely, 74 percent for civilian Federal employees and 66 percent for 
mihtary rate of participation. 

Mrs. Sullivan. Do you feel that by allowing the payroll deduction 
from other Government employees, you take away that incentive or 
that push to have some of those sales for Government bonds? 

Mr. Smith. Yes. And one further point on that is, you shouldn't 
only look at the percent of participation, because there is also a 
question of how much. If they nave the privilege of payroll allotment 
also for credit umnns, while they might continue their bond deduction, 
they might reduce it, you see, so that even though the rate of partici- 
pation wouldn't be affected, the amount that went into the savii^ 
bonds could be significantly affected. 

Mrs. Sullivan. I would like to aak Mr. Morgan, why do you feel 
now that it is necessary for other Government employees to have the 
payroll deduction instead of contributing as they do? 

Mr. Morgan. Well, Mrs. SuUivan, if I may refer first to these 
statistics that you asked Mr. Smith about, the 83.6 percent of the 
military people, according to the information we have, now buy 
bonds. These statistics are for the Department of the Army — military 
and civilians in the Department of the Army. We obtained these 
figures directly from the Department of the Army and in the Depart- 
ment of the .^my where we have the military personnel who do have 
the privilege of making an allotment to credit unions, and a great 
many of them do, we find 83.6 of those people are ouying bonds 
whereas only 74.9 percent of the civilians are buying bonds and the 
civihans do not have the payroll allotmept privilege, you see, to 
credit unions. So in an agency where you have the directly comparable 
groups— one which may make an allotment to a credit union and one 
which may not, the ones which may make the allotment are buying 
bonds or at least their participation is significantly higher than tnose 
who may not. 

Mrs. Sullivan. But why the drive to let them have a payroll 
deduction instead of coming in to make their payment? 

Mr. Morgan. This is simply to provide the l^ederal employee the 
same privilege that his military fellow employee, so to speak, has, and 
also the same privilege that most pro^essive business private em- 
ployers afford their employees. The credit union, of course, is a unique 
sort of employee organization. I won't go into a great deal of detail 
there, but it is not a commercial organization. And many a large 
corporation considers their employee credit union a fringe benefit, 

Mrs. Sullivan. It would be a convenience, is that it? 

Mr. Morgan. It would be a convenience and would stimulate 
savings which would not go into bonds, but other savings, which would 
be anti-inflationary. 

Mrs. Sullivan. Would it save any time that they take away from 
their jobs during the day in order to visit the credit union oflSce? 

Mr. Moboan. It would save considerable time. It would be a great 
convenience to the employee in that he would not have to visit the 
credit union office, it would similarly he a great convenience in the 
savings of time and m.oney to the credit union so that it could render 
better services, could do more financial counseling, for example. 
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Mrs. Sullivan. Another question, then. My understanding is that 
H.R. 6157 would allow any Federal employee who is a member of the 
credit union the right to have payments and shares, and so forth, and 
the credit union receives the allotment and will reimburse the U.S. 
Government for the costs incurred in making such allotments. One of 
you said that it would be about 10 cents per employee, is that it? 

Mr. Morgan. Mr. Smith had some cost estimates in his testimony. 

Mr. Smith, Mrs. Sullivan, I was about to ask the chairman— I 
received too late for indusion in my statement some statistics which 
the Civil Service Commission ran off on costs and administrative 
expenses. I have three paragraphs here which shed quite a bit of light 
on it and I was hoping somewhere along the line that I could read it 
into the record. 

The Chairman. You may insert it in the record at this point, 

Mrs, Sullivan. I believe the chainnan said you could insert the 
full report into the record at a later time and just give me a r&um^ of 
what makes up the cost, 

(The matenal referred to follows:) 

Infokmation Furnished bt Staff- of Civil Service Commission 

1. Approsimately 2 million Federal employees are paid througli computerized 
payroll systems. An additional 500,000 are paid using punch card procedures and 
about 300,000 under Manual procedures. 

2. The conservative cost of an allotment, excluding check preparation is 2(t 
per individual per paiy day. This assumes no change for an entire year, and does 
not cover one-time coats to initially establish the new allotment in agency payroll 
systems. The 2f! cost is for automated systems; the cost increases by about 50% 
for niunual systems. 

3. Establishment cf an allotment for credit unions would cost at least twice as 
inuch, depending upon extent of change. Changing an allotment is expensive; tor 
example, just to prepare a punch card for the change coats 7)t. Assuming two 
changes a year, the direct cost would be about 5i (or automated systems, plus one 
time costs to program the computers for the new system. A minimum total cost 
would be 7f! per individual per payday. 

4. Under the Senate version, costa would be significantly higher. Costs would 
be incurred in establishing the Administrative Mechanism with the individuals 
and th6 financial institutions, in preparing instructions, in programming com- 
puters and in maintaining the changes that would have to be processed. We 
estimate that the costs would be somewhere between 10 and 20|! per individu^ 
per pay period for instituting the Senate bill procedures. This does not include 
check preparation and mailing which would add at least another 8|! per check. 

5. The administrative costs under the House bill could total 2 to 5 million 
dollars each year. The administrative costs under the Senate bill could total 10 to 
20 million dollars each year. Whether the full costs can be recovered through 
charges to financial institutions is uncertain. 

6. There are no benefits to the agencies to be gained from the proposed legis- 
lation. Therefore the administrative burdens to be undertaken will not be offset 
by benefits to the agencies. Even though reimbursement is made, agencies will 
still have problems in obtaining the resources to comply with the proposed legis- 
lation. These resources (particularly computer programmers) are in short supply. 

7. Administration of the legislation is complex. It involves obtaining statements 
from individuals on allotments, entering into agreements with financial institu- 
tions, accounting for allotments and reimbursements, setting up mechanisms for 
check consolidations where appropriate, and keeping track of charges. These 
allotments are much more complex than those for union dues and charitable 
contributions because of their varying in nature and because of the large number 
of financial institutions agencies must deal with, 

Mr. Smith. We have this basic charge now which is 4, 5 years old, 
of 2 cents per allotment. That is what we charge on union dues and 
the Combined Federal Campaign. 
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This is for automated systems to begin iv-ith. All the Federal payroll 
is not automated. Approximately one-third is not automated and the 
cost is 50 percent higher for manual systems. 

Then, they estimate that establishment of allotments tor credit 
unions, the basic cost would be at least twice as much, depending on 
the extent of the thanges that would be made in it — frequent chants 
can be made in the amount of savings and you don't get that in union 
dues or in the Federal campaign. 

Mrs. Sdllivan. Instead of going into detail — because you are going 
to put it in the record — how would the credit union have to pay this 
back? Would they charge per person, then? 

Mr. Smith. Yes. 

Mrs. Sullivan. In order to reimburse the agency which was mak- 
ing the deductions. 

Mr. Smith. Yes. Really, it covers — to cover costs they would have 
to, whenever there were changes there would have to be a billing. It 
gets into a complicated administrative problem to keep track because 
you cannot anticipate in advance how many changes there \vill be. 

So in order to cover the real costs — they wind up here with a basic 
cost of at least 7 cents per allotment plus charges for changes, plus 
costs of the initial setting up. They come to a total estimate that ad- 
ministrative costs under H.R. 6157 would be somewhere in the range of 
$2 million to S5 million to the Federal Government and under S, 
1084, which would be an administrative horror, the administrative 
costs are estimated to be somewhere between $10 million a year and 
$20 miUion a year. 

Mrs. Sdllivan. Ca;n you tell me on the deductions from the military 
group, are the credit unions repaying the ^ency now for these deduc- 
tions? 

Mr. SoKOL. T do not believe so. 

Mr. Smith. I don't really know. But I would be glad to get that in- 
formation. 

Mrs. Sullivan. I think we ought to know what they are paying — 
what it is avera^ng per person in the military and in the Department 
to which it is charged. 

Mr. Smith. I shall be glad to try to get that information for you. 

(The information referred to follows:) 

No allotmeuta of pay for military personnel are subject to reimbursement of 
the Government's operating coats by financial institutions. The military allotment 
of pay system has been in operation for over 75 years in the mutual interest of the 
Government and its military personnel. It is noteworthy that similar arrange- 
ments apply also to civilian employees assigned to posts where they do not have 
ready access to financial institutions, including posts overseas. This is on the same 
basis of mutual interest of the Government and its employees. 

Mr. Stanton. Will the lady yield? 

Mrs. Sullivan. Yes. 

Mr. Stanton. Does this report show that in any way deductions 
for savings bonds are not sufficient? This report that you have there? 
Is the amount you charge — — 

Mr. Smith. We do not make any chaise. 

The Chairman, Mr. Widnall. 

Mr. Widnall. I thank you, Mr. Chairman, 

Mr. Smith, we certainly welcome you and all the others before the 
committee today. I appreciate your testimony. 
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I must say you made a very strong statement and pointed up aom e 
things that are extremely important to the Treasury and also in our 
consideration of the bill, 

I would like to know this and I do not think we ever see the figures. 

There are a tremendous mimber of payroll deductions throughout 
the United States for savings bonds through what you call voluntary 

EayroU allotment. Are there anv figures as to'how long those bonds are 
eld after the voluntary payroll deduction? 

Mr. Smith. Yes, there are. I would like to ask Mr. Johnson — do 
you have that schedule with you? 

Mr. Johnson. The averse series E bond is held for seven and a 
half years. 

Mr. WiDNALL. How many are cashed in within what year, what 
percent? 

Mr, Smith. We have a table which I will submit for the record, but 
my recollection is that in the first year- — after the first year it is a 
pretty high percentage in that first year — something like 46 percent 
or something like that, but do not hold me to it. After you get over the 
huinp of that first year the rate reduces quite significantly. 

Mr. WiDNALL. Almost haK have cashed in within the first year? 

Mr. Smith. I know it is a high percentage, but whether it is 36 or 
46, 1 am not sure. This is just from memory, but I will be happy to get 
it and submit a table showing the percentage that are cashed in each 
year during the life of the bonds. 

(The information referred to follows:) 
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Mr. WiDNALL. Voluntary subscriptions make me think of the general 
or colonel soliciting subscriptions to bonds through allotment of pay, 
stating: "You want a promotion, don't you?" at the time the solicita- 
tion is made. It makes me think also of the time I flew to Nevada 
with a concessional delegation to witness the firing of the first atomic 
shell. I said to the gun crew: "You are all volunteers, aren't you?" 

One answered immediately: "They call it that." 

Well, I think you have a very dehnite problem that deserves and 
merits the attention of the committee ana I for one appreciate your 
bringing it to our attention in the very strong statement that you 
have made. 
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Mr. Gannon, you state you have serious reservations as expressed 
in your statement as to the enactment, at this time, of the two pro- 
posals contained in section 1. I think these two proposals warrant far 
more consideration than just a casual hearing at this time aud more 
opportunity for credit unions themselves to think it all through. I 
beheve it would be very .wise to take some more time on this. 

The Chairman. Mr. St Germain? 

Mr. St Germain. Thank you, Mr. Chairman. 

Mr. Widnall brought out a point when he asked about the savings 
bonds that were cashed in within a period of 1 year. I am wondering 
if it is not costing us money, as you say, it is so expensive, to have 
these deductions out of the payroll — are you not losing money by 
having people buy their savings bonds in the mihtary by means of the 
payroU deductions? 

Mr. Smith. I think quite clearly not. To begin with, of course, the 
savings bond is one of the simplest forms of deduction and allotment. 
Of course, we have — through the good efforts of Mr. Johnson and his 
-cohorts in the Savings Bond Division — we have quite significantly 
increased from a half billion to a billion dollars the amount, the annual 
rate now of savings bonds and freedom shares purchased by Federal 



maployees 
I might 



I might ask Mr. Johnson if he has anything he wants to add to this. 

Mr. Johnson. No. 

Mr. Smith. We certainly think it is well worth the cost. 

Mr. St Germain. You expressed great concern over the fact that 
if the Federal credit unions were allowed to have their sa^angs deducted 
under the payroll deduction plan, that there would be a tremendous 
variable. How about things on variables as far as amounts that people 
-are investing in savings bonds? Do they not vary also? You are going 
to vary from month to month. Does not this same thing vary with 
respect to savings bonds? 

Mr. Smith. Yes, There are variations and changes in savings bond 
allotments. But this is a basic form of savings where I don't think 
there are anywhere near as frequent changes. There are more varia- 
tions in what I might consider as a supplementary form of savings. 
A man buys a car and he finances it and he says, "Well, I want to 



change my credit union deduction for the next 6 months while I am 
)aying off on this car." 
Mr. St Germain. He might want to change the savings bond 



deduction also, because he is spending a little more from his payroll 
for his car so he does not have as mudi. It is logical. 

Mr. Smith. It is logical. 

Mr. St Gesuain. A man can afford to save what he can afford to 
save and it varies with what his expenditures and income are. 

Mr. Smith. Certainly it is logical except that I think the savings 
bond allotment is more basic and less subject to change. 

I know in the case of my own savings bond allotment it has been 
the same for over 3 years. 

Mr. St Germain. You are with the Treasury, are you not? 

Mr. Smith. But the amount I put in the credit union varies. I have 
not been able to put anything in the credit union for several months 
now, much to my sorrow. 

Mr. St Germain. Maybe if the pay bill goes through you can 
improve that. 
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As far as the l^slation is concerned, you express in your testimony 
fear about the amount that the credit unions will have to pay in return 
for this service. You realize, of course, that the l^islation makes it 
very clear that if this were to pass they would have to bear the cost. 

Mr. Smith. Yes, indeed. 

Mr. St Germain. When you come down to it, that is not much of 
an argument. 

Mr. Smith. Well, I just make this comment, that up until now, the 
history has been to charge direct administrative costs which are 
something quite different from the total overall costs on cost account- 
ing principles of this. So I really think that like those that we have 
now, there will probably be a considerable element of subsidy in terms 
of what would be charged to the credit unions. 

Mr. St Germain. In private industry, in most instances, where you 
have situations where credit unions have the privU^e with the em- 
ployer of having the savings deducted, this is a fringe benefit, is it 
not, and as a result of negotiations between the union and manage- 
ment? 

Mr. Smith. I don't know about the negotiations. I am not familiar 
with that, but I would consider it a fringe benefit. 

Mr. St Germain. Here, unfortunate^, the Federal employees do 
not have these privil^es of negotiation with the Federal Government 
and do not ask for this fringe benefit. So perhaps we could look upon 
it as a fringe benefit that is provided to the Federal employees. 

I have nothing further. 

The Chairman. I wonder if we could agree to have an executive 
session at 11:30 and determine what we wiU do with any part of these 
bills. Will that be satisfactory? 

Is there any objection? 

Mr. Brown. Mt. Chairman, as I understand it, you are leaving us 
20 minutes for further questions? 

The Chairman. That is right. 

Mr, Brown. With six members? 

The Chairman. I am not using my time and you have 3 minutes 
each. 

Mr. Brown. I am sorrf there is no quorum present. 

The Chairman. We will have one by 1 1 -20. 

Mr. Brown. I am not sure it is adequate time. 

The Chairman. If it is not we will postpone it. We might pass out 
one of the bUls. 

All right. Notify the members of 1 1 :30. 

Mr. Clawson? 

Mr. Clawson. I wtU be as brief as possible with the few questions 
that I have. 

Mr. Smith, you have indicated that you did not have all of the costs 
involved, but that you did have the administrative coats in connection 
with the payroll deduction. Am I correct in that understanding? 

Mr. Smith. Yes, I have an estimate from the Civil Service Com- 
mission. 

Mr. Clawson. You show other costs involved and yoii could pro- 
vide those costs. Do you think you could work out an arrangement 
with the credit unions? 

I understood from Mr. Morgan that the credit unions would be 
willing to underwrite the costs of the payroll deductions as they are 
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made. So I am sure that this could be worked out mutually between 
you if you could develop those figures. That would probably help this 
whole procedure. 

Mr. Smith. I would hope if we had this, we would work it out to 
cover the full coat. 

Mr. Clawson. Not just the administrative costs, the full costs? 

Mr. Smith. Yes. 

Mr. Clawson, This would be one of the considerations, Mr. 
Morgan, that would be worked out in an arrangement with the agencies 
involved. 

Mr. Morgan. May I make it very clear here that credit unions 
are not asking for any subsidy in this respect at all. We are asking for 
the same treatment for Federal employee credit unions as most private 
employers now afford and we are quite willing to reimburse the full 
cost. 

Mr. Clawson, Thank you. 

Is my understanding correct that where you provide for payroll 
deductions for both the savings bonds and credit unions and where 
you have participation that the percentage rate is actually higher in 
both instances for both payroll deductions for savings bonds and credit 
unions, is that correct? 

Mr. Smith. The Federal Government, as far as the civilians are 
concerned, does not permit payroll allotment 

Mr. Clawson. I am speaking now of the military where you do 
provide it. 

Mr, Smith. What is your question? 

Mr. Clawson. What is the ratio or percentage between the bonds 
and savings — just what proportions? 

Mr. Smith. The figure that I have, based on a study made by the 
Savings Bond Division, among Government civilians, 74 percent 
participation in the bond program and among the military personnd, 
66 percent. 

Mr. Clawson. So it is reduced in the military? 

Mr. Smith. There is a lower participation in the military than 
overall. As I understand Mr. Moi^an, he gave a figure showing a 
very high military participation in the Department of Defense and 
I don't challenge that. I don't have any basis for doing so. But the 
figure that I am giving is overall. 

Mr. Clawson. Total. And Mr. Morgan had only one part of it 

Mr. Smith. That is right. 

Mr. Clawson. I was trying to reconcile those figures. Perhaps 
that is the reason. 

Mr. Morgan, one question in connection with yoiir statement. 

You indicated that the majority of these payroll deductions are 
not used for debt amortization purposes but for the shares. In the 
turnover of the shares do you have any statistics to show how many 
might be cashed in or converted into cash and what period they are 
held before this is done in connection with any debt amortization? 

Mr. Morgan. We don't have any specific statistics, sir, but 1 can 
tell you from my experience in credit unions that shares simply do 
not turn over. I would say that the turnover is much less in credit 
imion shares that it would be in savings bonds. 

In that connection, in connection with the bonds, according to a 
recent article in the Washington Post, during a 6-month period there 
were $392 million worth of bonds sold and S397 miUion turned in. 
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I don't know how long the $397 million had been held, but our experi- 
ence in credit unions is that a member who makes the pajroU allot- 
ment for savii^ leaves his savings and then in emergency if he needs 
money for something he still does not withdraw it, his savings. He 
merely borrows against them and repays. 

Mr. Clawson. You have not, however, developed statistics on 
this? 

Mr. Morgan. No, we have not, but it would be very low — -the 
turnover would be very low because of insurance benefits, the bene- 
fits, and the credit union discourages, and as a practical matter it is 
not in the members' best interests to withdraw the savings. 

Mr. Clawson. Thank you very much. 

I have no further questions. 

The Chairman, I wonder if all members want to ask questions. 
Those that desire to ask questions hold up their hands. 

{Whereupon there was a show of hands.) 

The Chairman. We will limit that to about 2 to 3 minutes. 

Mr. Gonzalez. 

Mr. Gonzalez. The only question that I have is with reference to 
the voluntary payroll allotment. In essence, how would that work? 

Mr. Smith. I or credit unions? 

Mr. Gonzalez, Wliat would be the mechanics? 

Mr, Smith. For credit unions? 

Mr. Gonzalez. Yes. 

Mr. Smith. I will ask Mr. Sokol to supplement me. 

The Chairman, Let Mr. Morgan answer that. He has had personal 
experience. 

Mr, Morgan, It would work by the employee makii^ a written 
request to his pay office, to the appropriate Government office for the 
deduction of a certain amount from each pay check for transmittal to 
the credit union. Then the pay office would transmit a single check, 
perhaps, with a list of the employees, the amounts for credit to each 
employee's account. It is a very simple procedure. Ifc could be the same 
procedure or similar to that used by the private employers, which 
certainly is not burdensome on them. 

Mr, Gonzalez, Suppose he changed his mind a month later? What 
would he do? 

Mr, Morgan. Simply file another written notice. In that connec- 
tion, however, on the basis of my personal experience, these allot- 
ments simply do not change. With all due respect to Mr. Smith I do 
not believe that the typical employee would he any more likely to 
change the amount of his credit union allotment than he woiUd he of 
his bond deduction. 

Mr. Gonzalez, I notice that you make provision for reimburse- 
ment for any cost to the Government in this program. Generally, 
what does this cost represent? 

Mr, Morgan. I beheve that Mr. Smith could answer that better 
than I. I would simply comment, again, that we are not asking for 
any subsidy in this regard and we are quite wiUing to pay any cost 
that this would entail. 

The Chairman. They anticipate it will cost about 2 cents but it is 
possible it will go up to 10 cents. 

Mr. Smith said the credit unions will pay the cost. 

Mr. Gonzalez. This question is repetitious. 
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Mr, Smith. Supplementing what Mr. Morgan said, the first part 
that he described is correct, I do not know whether it will be monthly 
or quarterly, but the payroll office or somebody would have to bill the 
credit union and they would have to analyze the number of changes 
during the period and the cost thereof, and each time they received 
notification of a change they would have to reprograra the payroll 
allotments for whatever number of employees there were. 

As I said, something like two-thirds of the payroll, the Federal 
payroll, ia computerizea so pr<^amers have to periodically — they have 
to do it every payday to reprogram for changes, you see. 

Mr. Gonzalez. Thank you. 

The Chairman. Mr, Johnson? 

Mr. Johnson. Mr. Chairman, I think these gentlemen have made 
a very fine presentation here, but I think the real sleeper in these hills 
is the removal of the ceiling whereby a loan officer can loan more than 
$750 unsecured. 

Now, I notice in the example at the Olmstead Air Force Base, this 
credit union had assets of $4,854,874 and $4,799,377 in loans out- 
standing, indicating no absence of demand for loans. My first question 
is, What is the present maximum that anvbody can loan from a credit 
union? Which one of you gentlemen would like to answer that? 

The Chairman. Mr. Gannon, probably. 

Mr. Gannon. The Federal Credit Union Act imposes a limit of 
10 percent of the unimpaired capital as a maximum loan that may be 
made to any individual member. However, the law also permits the 
board of directors to set a maximum loan that may be made, both 
secured and unsecured. 

Under this proposal, sir, I think that you would find that the loan 
officer would be operating within the criteria established by the board 
and by the credit committee. 

Mr. Johnson. Supposing I had a $5,000 deposit in the credit 
union, how much could J norrow from the credit union? 

Mr. Gannon. If the credit union had unimpaired capital of $50,000 
or more, up to S5,000, because your loan would be fully secured by 
shares. Under the present law the loan officer could approve that. 

Mr. JoHNBON. What is tlien an unsecured loan within the meaning 
of the credit union law? 

Mr. Gannon. An unsecured loan would be one which is just a sig- 
nature loan. If you had $5 in your share account and you wanted to 
borrow — you would be limited to $750 under the present law. 

Mr. Johnson. If we remove this ceiling, the loan officer could loan 
yon $2,000 if he wanted to? 

Mr, Gannon. But he woidd have to require that the loan be secured 
over $750. It doesn't change the unsecured loan limit, su-. It just 
changes the authority to approve loans. 

We anticipate that probably the credit committee will indicate that 
he might approve a loan on an automobile to the extent of 60 per- 
cent of the retail value for a period not to exceed 36 months. It is 
that type of criterion. 

Mr. Johnson. Do you think removing this restraint on the loan- 
ii^ powra' of the loan officer, that it will be a good thing for credit 
unions? Will it result in excess loans, and will it mean a loan portfolio 
not as good as the credit unions have today? 

Mr. Gannon. First of all, I don't regard that this chaise will 
increase the loan activity in credit unions. It will ease the burden now 
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placed on the members of the credit committee who must meet on 
every loan except those now authorized. These people as you know 
have a full-time job. This is something in addition to their regular 
work. I do not believe that there will be any deterioration in the loan 
portfolio. 

The Chairman. Mr. Minish? 

Mr. MiNisH. Mr. Smith, I see that you oppose this legislation and 
then on page 6 you say a Federal employee today can nave his net 
salary, after all payroll deductions, paid directly to a financial or- 
ganization of his choice for credit to an account of his choice. 

Mr. Smith. Yes. 

Mr. MiNiSH. Why could you not do that with tlie credit union? 

Mr. Smith. I think you could. But I don't think very many em- 
ployees are going to have their whole paycheck transferred to the 
credit union. 

Mr. MiNiSH. I am not saying that they would have then- full check. 
But as long as you have a practice of doing it, why couldn't an em- 
ployee have part of his salary traDsferred to a credit union? 

Mr. Smith. He could. 

Mr. Minish. You do it in the case of other financial institutions. 

Mr. Smith. Under the present authorization, he either takes his 
paycheck or he has the whole amount transferred to a financial insti- 
tution which could be a credit union, but he couldn't have a portion 
of it transferred to the credit union. It has to be all or nothing. This 
is just a deposit facility, you see. 

Mr. Minish. We can agree that you could transfer part of his check 
if he asked to have it done. 

Mr. Smith. It oan physically be done. It can be mechanically done. 

Mr. MiMSH. Is that not all that this legislation asks for? 

Mr. Smith. Yes. 

Mr. MiNisH. Mr. Smith, on the same page, you testified that you 
were concerned there would be demands by oanks, savings and loans 
institutions, financial institutions, for like privileges. Then you said 
it could be an extension beyond reasonable limits. 

So what you accomplished here is getting some additional requests. 
Maybe that is what you want. 

Mr. Smith. With respect to your first comment, I am afraid maybe 
you are right. 

Mr. Minish. Mr. Morgan, what is wtoi^ with the savings bond 
program? I think it is a good program and one we should all support. 

Mr. MoKQAN. Nothing, sir. I intended to say, and overlooked it, 
particularly given this payroll deduction privilege, we would be very 
glad to encourage credit unions to sell savings bonds. We think we 
could help Mr. Smith increase his sales. Some credit unions presently 
sell savings bonds. 

Mr. MiNiSH. Thank you. That b all, Mr. Chairman. 

The Chairman. Mr. Brown. 

Mr. Brown. Thank you, Mr. Chairman. 

I would like to ask Mr. Morgan why the l^slation, as proposed, is 
limited to share accounts rather than payroll deductions for borrow- 
ings? 

Mr. Morgan. Simply because what we hope to accomplish is 
increased thrift, increased savings. As I emphasized previously, this 
is restricted to savings for the purpose of encouraging Federal employee 
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credit union members to build up their savings. This will give credit 
unions more capital, you see. It will enable us to do a better job, 
Jiterally helping the Federal agencies to stabiHze their employees. 

Mr. Bbown. I assume, then, from the standpoint of other savings 
accounts or share accounts, that you feel that savings and loans, 
banks, and other financial institutions have as nrnch of a justification 
for asking that similar payroll deductions be made for contributions 
to those savings accounts; is that correct? 

Mr. Morgan. That is something which would be up to the com- 
mittee, Mr. Brown. The credit union is not a commercial institution. 
In the case of a Federal employees' credit union, it is an employees' 
organization. It is a unique sort of organization. 

Mr. Bbown. From the legislation f have seen so far, it seems to me 
they are trying to become more of a commercial institution. 

I assume, Mr. Morgan, under the proposal of H.R. 6157, that the 
cost of the payroll deduction, of administering the program, would be 
reimbursed to the Government, and that such chaise would be paid 
by the credit union, rather than charged against individual members' 
accounts? 

Mr. Morgan. Paid by the credit union, as part of its administra- 
tive cost. 

Mr. Bhown. a charge on all members, in effect? 

Mr. Morgan. But all members would have the privil^e of making 
allotments. 

Mr. Brown. Mr. Gannon, what is your comment on a proposal 
■of that nature? 

Mr. Gannon. I see no objection to it, Mr. Brown. As Mr. Morgan 
indicated, this privil^e would be made available to everybody, and 
everybody would share the cost. 

Mr. Morgan. It would, Mr. Brown, undoubtedly result in an overall 
reduction in overall operating costs because it is less to process a 
deduction, rather than to take it from the employee who has to go to 
the office, take tune out, and that would be reflected to the benefits of 
all members, irrespective of whether all members avail themselves of 
the privilege. 

Mr, Brown. Mr. Gannon, we have had conversations, of course, 
about the question of group credit life insurance, as it applies to all 
members, and of having the charge spread across the board to all 
members. 

We have also talked about the question of employment disruption 
insurance, which would be available through an optional plan and there 
has been some opposition to this kind of proposal, because it would 
apply to certain members and not all. Are we not getting into a bit of 
a bind here, if we allow certain things to be at the option of individual 
members, and other things not to be? 

Mr. Gannon. No; it is a little bit difficult to say yes or no to your 
question, Mr. Brown, because of the implications of what might be 
involved, but I don't think the two are related. I don't believe the 
payroll deduction costs would be adverse to the interests of all mem- 
bers, as they might be if they were involved in the sale of insurance. 

Mr. Brown. Is it not a benefit to the credit union, to all the mem- 
bers, if the problem of delinquencies, defaults, and all that — if those 
matters are taken care of by employment disniption insurance? 

Mr. Gannon. As I indicated to you, if the credit union felt that 
this was a risk that they wanted to guard against, they are at liberty 
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to buy this iosurauce to cover all their loans. But this is quit« different 
from the credit union selling disruption insurance to certain members. 

Mr. Brown. Mr. Morgan, what is the experience of private indus- 
try in the area of payroll deductions? How broad is its api>lication? 
Can you tell me that? 

Mr. Morgan. Its apphcation is rather broad. As I recall, about 
two-thirds, or almost two-thirds, of all credit unions in private 
industry do have payroll deduction privileges. 

Mr. Brown. That is a matter that is negotiated vdth the employ- 
ment contract? 

Mr. Morgan. Not necessarily. Many corporations voluntarily 
furnish it from the very beginning. They regard the credit union as so 
beneficial in stabilizing and solving the financial problems of their 
employees, that they encourage in liie beginiung Uiis sort of thing. 
Many times they furnish technical assistance, and so on, to getting it 
going, including the payroll deductions, from the beginning. 

In other cases, it is n^^)tiated later. In many cases, the employer 
furnishes the deductions at no charge to the credit union. In others, a 
chaise is made. I know of chaises ranging all the way from 2 or 3 
cents, up to maybe 10 cents. I ttunk 10 cents is the highest pn actual 
reimbursing — on actual reimbursable basis. It is a very happy arrange- 
ment for the credit union, employer, and employee. 

Mr. Brown. Thank you. 

The Chairman. Mr, Wylie wanted to ask a question and so did 
Mr. Galifianakis. If you will make it brief, we can do something about 
this this morning. 

Mr. Wylie. Mr. Morgan, could this additional authority result in 
an increase of the unsecured lending power of these credit unions? 

Mr. Morgan. The loan officer provision? 

Mr. Wylie. Yes. 

Mr. Morgan- No, sir; because that is regulated by law. That is, 
the unsecured limit is a matter of law, and which is very efficiently 
enforced by Mr. Gannon and his staff, I can assure you. 

Mr. Clawson. Law, or r^ulation? 

Mr, Morgan. Law. 

Mr. Wylie. Could it possibly increase the amount of money which 
could be loaned on B' secured basis? 

Mr. Morgan. No, sir. 

Mr. Wylie. Kese is Hie point that I am making. As I understood it, 
loans are now made based on the value of the shares-r^secured loans, 
that is — ^a person owns in the credit union; is that correct? 

Mr. Morgan. Well, partially, yes. The present loan officer limit is 
$750 above what the member has in shares. So, to that extent, it is 
based on the shares. But the credit union may take, certainly, other 
security; an automobile, for example, 

Mr. Wylie. Could it be increased if his savings are increased? Can 
a member assign his savings account to secure loans? 

Mr. Morgan, Yes, 

Mr, Wylie, Yes. One other question. H.R. 13489 provides that 
Federal credit unions may invest an amount not exceeding 25 percent 
of its r^ular reserve in incorporated or unincorporated o^^nizations 
controlled by credit unions or credit union associations. What is th? 
nature of these organizations? 
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Mr. Morgan. These would be primarily the stabilization programs 
of the various State leagues, State associations of credit unions, in the 
CUNA stabilization program. 

However, earlier, you maj recall Mr. Gannon suggested further 
study of this particular section, and we are quite agreeable to that. 
We mink it is aoraething very important, something that we should not 
approach too hastily. But these would be credit union controlled 
oi^anizations, you see. 

Mr, Wylie. Financial institutions? 

Mr. Morgan. No, sir. They would be either incorporated or un- 
incorporated instrumentaUties of the organized credit union move- 
ment. 

Mr. Wtlib. What type? 

Mr. Morgan, CUNA International Stabilization, Inc., for example. 
This is an international stabilization program, an incorporated 
proOTam. 

Mr. Wtlib. What is their authority or purpose? 

Mr. Morgan. Its purpose is to stabilize, assist credit unions who 
are in financial dbtress. It works through the leagues. 

Mr. Wtlib. Does such a corporation or association buy stock in the 
credit unions? 

Mr. Morgan. It may buy notes, may make interest-free advances, 
for example. It may do, literally, anything which, in its opinion, is 
necessajy to stabilize and assist the financiaUy distressed credit union. 

The Chairman. Mr. Galifianakis? 

Mr. Galifianakib. Thank you very much, Mr. Chairman. 

If the authority were enacted into law to make the payroll deduc- 
tions, who ascertains the cost to the Govemmeat — the Government? 

Mr. Smith. The Civil Service Commission presently does, and I 
would assume would do it if it were enacted into law. 

Mr. Galifianakis. How large a task would it be for the Civil 
Service Commission to ascertain the cost from time to time? 

Mr. Smith. I think it would be a vea-y difficult chore because costs, 
from agency to agency, would vary, for one thing. 

Mr. SoKOL. In the existing types of payroll allotments, that are 
subject to reimbursement, we nave two administered by the CHvU 
Service Comjnission for the Government, the union dues and combined 
Federal campaign. The effort there has been to come up with the word, 
"reasonable. You can get into all kinds of debates in the subject of 
allocation of costs, and the question of incremental costs. This » an 
ever-ending debate. 

So the word, "reasonable," b a very important word. The Civil 
Service Commission makes polls of all of the agencies to determine 
what is the reasonable reimbursible cost to assess, aad it is a comUna- 
tion of various circumstances and various procedures, various systems. 
In determining that reimbursible cost on a reasonable basis, a rule of 
thumb is used. For example, it doesn't include the initial costs of 
implementation. For example, the issuance of regulations, issuance of 
instructions, the initial cost of this so-called simple thing in reprogram- 

ingcomputer systems — and nothing is simple, incidentally 

The Chairman. We have a quorum now, and we have agreed to pass 
on this at 1 1 :30. 
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If it b satisfactory with the members, we will ask for an executive 



Thank you very much. 

(Whereupon, at 11:30 a.in., the committee proceeded into executive 
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